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INTERNATIONAL LENDING 
AS A SPUR TO ECONOMIC DEVELOPMENT 


BY EUGENE R. BLACK 


Since, just over 14 years ago, the blueprints for 
the Bank were drawn up at Bretton Woods, there 
have been many unexpected turns in economic 
history. These have powerfully influenced the evo- 
lution of the World Bank and the shape that its 
activities have taken. Particularly significant has 
been the success of Western Europe and North 
America in avoiding any serious or prolonged post- 
war slump, and the resultant large rise in produc- 
tion, foreign trade and living standards in these 
areas. 

With the wisdom of hindsight, it can now be 
seen that the delegates at Bretton Woods tended to 
be over-occupied with the dangers of depression in 
the more advanced countries, and with questions 
of counter-cyclical capital flows and other devices 
intended to push up the rate of economic activity. 
On the other hand, it now seems that too little 
attention was paid to the possibility that the march 
towards ever-increasing prosperity in these coun- 
tries might not be matched by similar progress in 
regions still at the beginning of their economic 
growth. As affairs turned out, over most of the peri- 
od, the advanced countries have been heavily en- 
gaged in meeting the mounting demands of their 
home markets, while in the under-developed regions 
special efforts have been called for, not to catch up 
in the race, but even to prevent the existing lag in 
living standards from widening. In these circum- 
stances the need to stimulate capital exports to the 
under-developed regions has proved particularly 
great, and there have been increasingly heavy 
demands for the support of the Bank. It is therefore 
gratifying that, following a fresh look at the Bank’s 
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resources and responsibilities, the present year 
promises to prove the opening of an important new 
chapter in its activities. 

It has been a noticeable feature of the last few 
years that the demand for long-term development 
financing from the Bank has risen regardless of 
short-term changes in the economic climate. In the 
fiscal year ended June, 1958, we made new loans 
totaling the equivalent of $ 711 million, an increase 
of more than 75 per cent over the average in each 
of the three preceding years. In those earlier years 
it could have been argued that boom conditions 
in many of the borrowing countries largely deter- 
mined our ability even to reach the lending rate of 
about $400 million a year, and that a slowing 
down in economic activity would be matched by a 
reduction in our lending. Quite to the contrary, 
the recent jump in our lending occurred at a time 
when the economic barometer was falling, and 
when declines in industrial activity in the advanced 
countries had been accompanied by depressed 
commodity prices in the under-developed regions. 
Moreover, in recent months our activity has fully 
maintained the higher tempo. In the first half of 
the present fiscal year we lent $430 million — 
more than we had earlier been lending in a full 
year. The explanation for the acceleration in our 
lending must presumably be sought, therefore, not 
in short-term economic fluctuations, but in the 
steadily increasing determination of member gov- 
ernments around the world to press forward with 
the tasks of economic development and to bring 
investment plans to the stage where they are ready 
to be put into effect. 

Faced by this prospect of a high and sustained 
demand for Bank loans, our concern in the last 
year or so has been with the adequacy of our funds 
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rather than with the availability of productive 
employment for them. The motive power for the 
Bank’s first operations was provided by the capital 
subscribed as a condition of membership; the 68 
governments that are now members have subscribed 
a total of $ 9,521.5 million. But, like other banks, 
we depend on borrowed funds to provide resources 
for further expansion. The Bank’s Articles of 
_ Agreement provide that 80 per cent of the sub- 
scribed capital shall not be paid in but shall ber 
available to serve as backing for its bond issues. 
The establishment of a worldwide market for our 
bonds has been greatly eased by the fact that this 
80 per cent commitment has constituted what is 
in effect a reserve fund, totaling $7,617 million, 
subscribed by member governments. The United 
States share of this total amounts to $ 2,540 million, 
and this large dollar backing has been particularly 
attractive to buyers of the Bank’s bonds. 

Even so, it now appears that it would be prudent 
to seek an increase in our subscribed capital. Al- 
though the capital structure of the Bank allows 
very substantial room for growth, it must not be 
forgotten that in the years since Bretton Woods the 
volume of world trade has more than doubled and 
the amount of development activity has increased 
even more sharply, whereas there has been no 
change in our authorized capital. Moreover, in the 
light of our new rate of lending, we must now ex- 
pect to borrow, and to continue borrowing, larger 
sums than have ever before been raised by an in- 
ternational institution. Of great importance to us 
in entering this new phase of our activities is the 
fact that more than four-fifths of our outstanding 
bonds are at present denominated in United States 
dollars. The total of these dollar bonds is now 
$1,563 million, and at the present rate of bor- 
rowing it promises in the quite near future to 
approach the amount of the United States backing. 
Solid additional protection is, of course, afforded 
by the subscriptions of other member governments, 
and by the value of the loan portfolio itself. But, 
for reasons of investor psychology, particularly in 
savings banks, pension funds and the other United 
States institutions that hold approximately half of 
our outstanding bonds, in prevailing conditions 
the ability of the Bank to continue to borrow at 
reasonable rates is closely connected with the obli- 


gation represented by the United States subscrip- 
tion. 

With these various considerations in mind, at the 
Annual Meeting in New Delhi in October last year, 
the Governors of the Bank requested the Executive 
Directors to consider the case for an enlargement 
of the subscribed capital, and ways in which it 
could be carried out. After careful study, the 
Directors decided to recommend a doubling of 
members’ subscriptions. They also recommended 
additional increases in the subscriptions of Canada, 
Germany and Japan, whose economic growth has 
in recent years been exceptionally rapid. By the 
beginning of February these recommendations had 
been unanimously approved in a preliminary vote 
by the Governors, and there is a good prospect that 
the necessary authorizing legislation in member 
countries will be completed in time for the in- 
creases to take effect from September this year. 

In considering the extent to which subscriptions 
should be increased the Directors took into con- 
sideration not only the immediate needs of the 
Bank but also the longer-term outlook. To avoid 
the prospect of repeated approaches having to be 
made to member governments, the increase recom- 
mended is considered large enough to support the 
Bank’s needs of loan capital for at least the whole 
of the next decade. The recommendations also 
called for an additional increase of $ 1,000 million 
in the Bank’s authorized capital, raising the total 
to $21,000 million, to make some allowance for 
special increases in the subscriptions of individual 
countries and for new member countries joining 
after the increases were approved. 

If adopted, these changes will greatly strengthen 
the Bank in fulfilling its role as the main instru- 
ment for channeling private loan capital into less- 
developed countries. But they are so framed that 
the only member countries required to make any 
cash payment to the Bank will be the special cases, 
Canada, Germany and Japan. Whereas initial sub- 
scriptions to the Bank are 20 per cent payable in 
cash and 80 per cent subject to call, the purpose 
of the present overall increase is to expand the 
Bank’s borrowing capacity, and this can be achieved 
without a cash payment. The plan is, therefore, 
that none of the sum represented by the 100 per 
cent increase shall be paid in or used for the 
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Bank’s lending or administrative expenses, the 
entire amount remaining subject to call only when 
required to meet obligations on funds borrowed or 
on loans guaranteed by the Bank. This arrangement 
would provide additional backing for the Bank’s 
bonds but would only involve member countries in 
a payment to the Bank if it found itself unable to 
meet such obligations from its other resources. So 
far there has never been any question of the need 
for such a “rescue” call on capital; and the Bank 
will seek so to conduct its operations and build up 
its reserves as to make the chances of a call even 
more remote in the future. 

With this prospective increase in our capital 
resources, I look forward to a vigorous further 
growth in our borrowing activities. Since the cau- 
tious introduction in July, 1947, of our first public 
issues, our funded debt has risen until at the end 
of 1958 it stood at the equivalent of $ 1,792 million. 
The net increase over the calendar year 1958 alone 
amounted to $523 million, including payments 
contracted for under the deferred delivery feature 
introduced in several of our recent issues. Apart 
from eight issues denominated in United States 
dollars, the year saw our first Deutsche Mark issue 
— DM 200 million ($47.6 million) in three-year 
notes placed with the Deutsche Bundesbank. This 
brought to six the number of currencies in which 
Bank bonds have been issued. We look forward to 
the day when interest rates and other conditions 
permit the addition of further currencies, including, 
we hope, the Swedish krona, to the list of those in 
which bonds have been issued. In the meanwhile, 
however, substantial amounts of the bonds denomi- 
nated in United States dollars are held in European 
countries, and in some 15 other countries around 
the world with dollar assets to invest. Nearly half 
the total funded debt of the Bank is at present held 
by investors outside the United States and, as it 
increases, we expect to see a still further enlarge- 
ment of the international market for our bonds. 

The Bank’s bond issues already provide its main 
source of funds for additional lending. They have 
allowed the Bank to make loan commitments now 
totaling more than $ 4,250 million. Apart from 
$497 million lent for postwar reconstruction in 
Europe at the start of the Bank’s operations, these 
loans have been mainly directed to strengthening 


basic services in member countries and thereby 
laying the foundations for further economic growth. 
Approximately one-third of the Bank’s develop- 
ment lending has been for electric power and 
another third for transport, while the remainder 
has been for agriculture, industry and general de- 
velopment. Since the Bank lends only a part — 
usually half or less — of the cost of a project, the 
total of new capital assets created or to be created 
with financial and technical support from the Bank 
can now be estimated at not less than $ 10,000 
million. Testimony to the importance attached by 
borrowing countries to these projects, and to the 
loan obligations assumed for them, is provided by 
the fact that the Bank has had no defaults on 
payments of interest or principal. This has enabled 
it regularly to cover all administrative expenses 
out of its loan income, and to build up reserves 
totaling $ 382 million at the end of 1958. 

Of the sum committed by the Bank, $3,090 
million had by the end of the year been disbursed. 
The orders represented by these disbursements are 
placed at the discretion of the borrower, subject, 
wherever possible, to international competitive 
bidding. Since they have meant important new 
business for exporters of capital equipment and the 
various development services, competition for them 
has been keen. The success of Swedish concerns in 
this contest is indicated by the fact that they have 
won orders amounting to the equivalent of $25 
million, mainly for electrical, wood-processing and 
telecommunication equipment needed in Africa 
and Latin America as well as in Europe. 

The Bank’s role in encouraging the export of 
capital extends beyond the lending of its own funds. 
While taking care not to finance projects for which 
it believes that private capital is available on 
reasonable terms, it seeks out ways of collaborating 
with investors who may be interested in possibilities 
abroad. One of the first forms taken by this col- 
laboration was the policy of selling parts of Bank 
loans to other investors. Such sales are made either 
through direct participations, mainly by commercial 
banks, at the time a loan is signed, or by sales from 
portfolio of parts of loans already made. The Bank 
has found that the shorter maturities — usually 
not more than three years — lend themselves well 
to transactions of this kind. To the purchaser they 
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offer a satisfactory yield on a short-term commit- 
ment, while to the borrower they offer the ad- 
vantage that, being normally made without the 
Bank’s guarantee, he may save part or all of the 
1 per cent per annum commission that is included 
in the Bank’s interest charges and credited to its 
Special Reserve. By the end of 1958 the cu- 
mulative total of these sales amounted to $470 
million, of which less than $ 70 million carried the 
Bank’s guarantee. With some $200 million of 
shorter maturities now available in the Bank’s 
portfolio, there is scope for a still further broad- 
ening of interest in the investment possibilities that 
they offer. ; 

Another of the devices by which it has sought 
to encourage other investors to look abroad is the 
joint operation, in which the Bank and the capital 
market join together to invest their funds in a 
member country. These operations have recently 
found much favor in the market. One of the latest 
examples occurred in February, when Denmark 
raised a total of $40 million by a public offering 
of $20 million in New York linked with a loan 
for an equal amount from the Bank. During the 
course of 1958 there were three of these joint oper- 
ations. Austria raised $50 million, half of it in a 
loan from the Bank and half of it by a simultaneous 
public issue, the first since 1930, on the New York 
market. A total of $25 million raised by the 
Federation of Rhodesia and Nyasaland helped to 
introduce the Federation’s first bond issue in the 
United States market. A total of $50 million raised 
by South Africa marked the second occasion on 
which a Bank loan has been associated with private 
financing for South Africa in the United States 
market. Since the first joint operation, organized 
in 1954, a total of $464 million, more than half of 
it from the market, has been raised by Australia, 
Austria, Belgium, Denmark, Japan, the Nether- 
lands, Norway, Rhodesia and South Africa. Further 
operations of this kind are now under study in 
connection with a number of forthcoming loans. 

The scale on which member countries have been 
able, with the help of these joint operations, to 
obtain access to additional supplies of development 
capital reflects the powerful revival of the demand 
for foreign bonds in the United States market. Less 
than five years ago there were virtually no new 


foreign issues, with the exception of those of 
Canada, and it seemed questionable whether the 
market would ever fully recover from the shocks 
to confidence during the 30’s and the war years. 
In Europe the interruption in foreign lending had 
been less complete, but there also it was severe. 
Recently, however, the total of loan capital, to- 
gether with large direct and other equity invest- 
ments, flowing from the capital-exporting countries, 
has returned to a much higher level, aggregating 
the equivalent of more than $4,000 million a year 
from the United States, the United Kingdom and 
France alone. But this flow, like the smaller 
amounts of private capital invested abroad by 
Sweden, Germany, Switzerland, the Netherlands 
and other countries now active in this field, has 
been largely deployed within the advanced coun- 
tries, or in a few oil-producing and other specially 
favored countries in the under-developed regions. 

The Bank is helping to redress this balance and 
to open up new investment possibilities in less 
favored areas. It has lent, for instance, $ 820 mil- 
lion in south Asia (including $507 million in 
India), $543 million in Africa and $96 million in 
seven republics of Central America. But I believe 
that we should be deluding ourselves if we ex- 
pected that all the urgent needs for development 
capital in such areas could, in the foreseeable 
future, be satisfied by investments, whether private 
transactions or Bank loans, made on normal com- 
mercial terms. 

The need to adopt extraordinary measures to 
help in meeting the extraordinary calls of the 
under-developed regions has, in recent years, been 
widely recognized. It has underlain the various 
forms of foreign aid that have been adopted in 
many of the more prosperous countries since the 
end of the war. But now most of the earlier aid 
programs have tapered off, and there has been 
much discussion of the shape that aid programs, if 
continued, should take. A number of imaginative 
new ventures have been created or planned. The 
United Nations has set up the Special Fund, with 
initial contributions of $26 million, to make pre- 
liminary resource surveys of major investment 
possibilities in the under-developed regions. In 
Europe the new Development Fund has been 
endowed with the equivalent of $581 million in 
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government resources to hasten the pace of de- 
velopment in the overseas territories of countries 
in the Economic Community. Steps to establish 
regional development banks in other parts of the 
world are also being actively discussed. In the 
United States the newly-established Development 
Loan Fund has now committed nearly $700 mil- 
lion, while study is being given to Senator Mon- 
roney’s proposal for an International Development 
Association, and to possibilities for making greater 
use of food surpluses for the benefit of peoples now 
living under the threat of starvation. These new 
departures offer the prospect of an increase in the 
amount of foreign resources available in the under- 
developed regions without a corresponding increase 
in their service obligations in foreign exchange. As 
such, they promise fruitful results in areas inac- 
cessible on normal investment terms. 

In my opinion, steps of this kind could be of 
great value in supplementing Bank and other in- 
vestment activity, and in widening the scope for 


it. I also believe that Western Europe and North 
America, acting together, possess all the resources 
needed to carry forward and expand this new ef- 
fort. They have an aggregate income several times 
larger than that of the entire belt of under-de- 
veloped countries in south Asia, Africa and Latin 
America, and a very modest increase in their rate 
of economic activity produces more wealth than 
could be absorbed by even the most massive 
program of aid and investment in those countries. 
To my mind the main question is whether the 
leaders in the advanced countries will show them- 
selves bold and resourceful enough in their ap- 
proach. Too much concern with short-term politi- 
cal manoeuvres and narrow national advantage 
would be likely to dissipate energy and breed 
sourness instead of cooperation. By contrast, a 
broad international campaign, answering the calls 
of humanity rather than strategy, could potently 
advance a cause basic to the survival of our civiliza- 
tion. 
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EMPLOYMENT POLICY DURING THE RECESSION 


BY BERTIL OLSSON 


The decline in economic activity prevalent since 
the autumn of 1957 has had the effect on the 
labour market in Sweden of reducing the demand 
for labour and also of increasing unemployment. 
The greatest changes have probably taken place 
on the demand side, where the demand for labour 
is according to official statistics of vacancies regis- 
tered with the labour exchanges about 10 per 
cent lower than a year ago, and 20 per cent lower 
than it was two years ago. In itself this fall in 
demand has not been detrimental to the Swedish 
economy. The excess demand for labour which 
characterised long periods of the post-war years 
has been an inflationary factor by virtue of its 
influence on wage and price rises, and its disap- 
pearance has had a salutary effect on the level of 
prices and the stability of money values. But we 
do not wish the reduction in the demand for labour 
to result in increased unempolyment, though it has 
not been possible to prevent this occurring in some 
measure. 

In the past year there has been a marked in- 
crease in the supply of labour. The slackening of 
the pace of economic activity has primarily af- 
fected our export industries, where orders have 
declined. This has led to employers ceasing to take 
on more labour, short time working, and finally 
to the dismissal of workers. Industrial employment 
has fallen in the past year by several per cent and 
this has contributed to the rise in the supply of 
labour. 

However, although the downturn in economic 
activity is the most important causal factor, other 
influences have also been instrumental in bringing 
about the increase in the supply of labour. Long- 
term structural changes are at present taking place 
in several industries. ‘This is the case with a con- 
siderable number of home market industries like 
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textiles and clothing, the shoe and leather in- 
dustries, and (perhaps further in the future) the 
glass, china and rubber industries. These structural 
changes are in part due to changed consumption 
patterns — consumers purchase more of other 
goods than the products of these industries — and 
partly to fierce competition from abroad which in 
Sweden is not met in any appreciable degree by 
the imposition of tariffs or other measures to re- 
strict imports. Instead, we have been trying to 
accept the displacement of workers which this has 
involved and have taken steps to transfer this 
labour elsewhere. 

A third factor which contributes to increasing 
the supply of labour is the labour-saving ration- 
alisation which is very rapidly being introduced in 
several sectors. Despite the increase in the supply 
of labour there does not seem to have been any 
slackening in the tempo of rationalisation; on the 
contrary, it has continued apace in many sectors. 
It is occurring in agriculture, forestry — where in 
the next few years it will be of revolutionary im- 
portance — in many branches of industry, in 
building and in several parts of the service indus- 
tries. This is of course a heartening development, 
which will in the long run give us increased pro- 
duction, a higher standard of living, and improved 
competitive ability in world markets, But ration- 
alisation results in the dismissal of staff and in- 
creases the supply of labour, and it is more dif- 
ficult to find new jobs for displaced workers in a 
situation where the demand for labour is falling. 

Finally, a fourth factor which is helping to in- 
crease the supply of labour is the net increase in 
the working population. During the whole of the 
post-war period Sweden has had an almost station- 
ary working population, or has experienced only 
a very slow increase, and that through the influx 
of foreign. workers. Now, however, the working 
population is increasing by 30—40,000 per annum, 
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mainly as a result of population movements with- 
in the country. Practically the whole of this in- 
crease is confined to the youngest working age 
groups. The rise is, however, also a progressive 
factor which helps to increase demand and thereby 
employment. 

The four factors mentioned above have all led 


to the supply of labour increasing more than is 


normal. With a total working population of about 
3 million, the increase in supply for the reasons 
just discussed has been estimated in the past year 
to be about 150,000 persons. It has of course been 
more difficult than would otherwise have been the 
case to find new jobs for these people in a situ- 
ation where the demand for labour has fallen 
sharply as a result of the recession. In fact we have 
not been completely successful in this respect. 
Unemployment has risen by 20—30,000 in relation 
to the period before the downturn. A peak, which 
was also the highest figure so far in the post-war 
period, was reached in January this year, when 
73,000 persons were registered as unemployed at 
the employment exchanges. In relative terms, un- 
employment among those who are insured against 
unemployment — which includes exactly half the 
total labour force, and that half for which the risk 
of unemployment is greatest — was 2.5 per cent 
in 1958, 1.9 per cent in 1957, and 1.5 per cent in 
1956. In January, 1959, unemployment among 
those insured was 4.3 per cent, compared with 3.8 
per cent in January 1958, 2.9 per cent in January, 
1957, and 2.4 per cent in January, 1956. Although 
official statistics are not available, unemployment 
as a percentage of the total labour force is probably 
considerably lower. 


The need for detailed labour market studies 


This situation has made it more essential than 
before to follow labour market trends carefully 
and analyse labour market statistics. Unfortunate- 
ly, there are still large gaps in our labour statistics, 
although a great many improvements have been 
made. An enquiry into unemployment among the 
total labour force is being prepared, using the 
postal method, and this will almost certainly give 
us important answers about the total magnitude 
of unemployment. 


The available statistics on unemployment have 
also been analysed more carefully than previously, 
and these show, amongst other things, that there 
are large differences in the geographical distribu- 
tion of unemployment. Unemployment is greatest 
in Norrland (i.e., the north of Sweden) and in the 
forest districts. It is the deterioration in export 
markets for the products of the forest industry that 
has adversely affected employment in forestry. Un- 
employment is also high in south-east Sweden, in 
the counties of Blekinge, Kalmar, and Gotland, 
where the pronounced shift from agriculture, 
combined with a lack of diversification in econom- 
ic activity, is creating an increased supply of labour 
which it is difficult to absorb quickly elsewhere. 
The industrial areas of south and central Sweden 
have withstood the effects of the recession better. 
Despite fairly large scale laying-off of workers it 
has been possible to place them fairly quickly in 
new jobs because of the very much greater choice 
available in these districts. Unemployment is lowest 
in the large towns, which seem to have felt the 
effects of the decline in activity only slightly. Thus, 
as so often in previous downturns, one can observe 
that it is the “depressed areas” of a country, those 
areas with a less differentiated economic structure, 
which are relatively the worst hit when the demand 
for labour falls and supply increases. 

The unemployment picture also differs consider- 
ably in respect of different branches of industry. It 
is high in forestry. It has also hit some basic in- 
dustries, first the steel mills — where things have, 
however, now improved — and next mining. Cer- 
tain export industries also show higher unem- 
ployment, particularly those engaged in the manu- 
facture of mass produced articles, although the 
forest industries have scarcely been affected so far. 
The worst hit are, however, textiles, especially 
the woollen industry, and certain parts of the 
clothing and shoe industries. On the other hand, 
it has been possible to maintain a high level of 
activity in building, and in the service industries, 
too, employment is high. 

Despite the fact that the risks of unemployment 
have increased significantly, and a considerably 
larger number of dismissals and lay-offs have oc- 
curred than was the case previously, the majority 
of those who have become unemployed have 
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found new jobs fairly quickly. This is illustrated, 
for example, by the analyses of the duration of 
unemployment which are made at regular inter- 
vals. The following table shows the distribution 
of those unemployed according to the length of 
time they have been out of work at various dates 
when estimates were made: 


Unemployed for | As a percentage 
eee less more less more 
rae d than than than than 
BMOye two two two two 

months | months] months | months 

Dec. 1957 | 40784 | 32 938 7 846 80 20 
Mar. 1958 | 55345 | 36713 | 18632 66 34 
Jun. 1958 | 25398 | 16317 9 081 64 36 
Sep. 1958 | 29362 | 20252 9110 70 30 
Dec. 1958 | 53797 | 39149 | 14690 73 pay 
The information about the duration of un- 


employment has been of great importance in di- 
recting employment policy. The predominantly 
short-term unemployment has confirmed that a 
demand for labour still exists which, if it can be 
satisfied more quickly, ought to lead to a reduc- 
tion in the duration of unemployment or, in 
the most favourable cases, to total elimination 
of the period of waiting between the lay-off 
and new employment opportunities. Accordingly, 
priority has been given in employment policy 
to measures aimed at increasing labour mo- 
bility. The information about the duration of 
unemployment has, however, also established 
that there is a group of unemployed who have 
to be without work for a longer period, two 
months or more. It is a serious matter that 
this group, which comprises 1/4—1/3 of the total 
unemployed, has increased in numbers during the 
past year. A detailed study in December, 1957, of 
those who had been unemployed for a lengthy 
period showed that in the main they consisted of 
workers over forty-five years of age. A large number 
also claimed various kinds of handicap as the ex- 
planation of their prolonged unemployment, such 
as illness, various kinds of difficulties of adjust- 
ment, home ties, etc. Clearly, an expansive eco- 
nomic policy is no solution to the problem of the 
chronically unemployed, even if the higher level 
of demand thus created would make it easier for 


this group to obtain work. But the risks of an ex- 
cess demand for labour, with all its disadvantages, 
are on the other hand obvious. Many of the chron- 
ically unemployed are persons who need _ indi- 
vidual attention if they are to enter the labour 
market again. In short, what is needed here to 
solve this sort of unemployment problem is a well- 
developed rehabilitation programme, which in- 
cludes, for example, preparation for a job, ad- 
vanced instruction, retraining, sheltered em- 
ployment, grants, etc., as well as greater concern 
for the older worker. 


Devices currently being used in employment policy 


The decline in economic activity, with the ac- 
companying risks of greater unemployment, and 
the increase in the supply of labour in general, 
have been met in Sweden primarily by specific 
employment policy measures rather than by general 
measures. There is nothing new or original about 
the steps that have been taken — economists have 
been recommending their use in time of depression 
ever since the 1930s. If anything can perhaps be 
said to be new it is that so many different means 
have been tried at one and the same time, and 
have been applied very much more forcefully than 
was previously the case, in such a mild recession 
as the present one still is. But since past experience 
has shown that these measures were often applied 
too late the intention this time has been to make 
a frontal attack against unemployment with a 
variety of weapons in the first phase of the down- 
swing. 

The measures fall into two main types, those 
designed to increase mobility on the labour market, 
and those intended to maintain the level of in- 
vestment. 

‘The background to the measures designed to 
promote mobility of labour is the factor mentioned 
above, namely that, despite the decline, there still 
is a demand for labour. Various measures have ac- 
cordingly been directed towards transferring la- 
bour from sectors with unemployed workers to ex- 
panding sectors. This has occurred via a variety 
of stimuli, many of which have been tried out for 
the first time in our employment policy. First of 
all, the employment exchange system has been 


; 
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strengthened in many places and its work has been 
intensified, for example, with the help of various 
measures designed to stimulate mobility. Travel 
allowances and grants towards removal expenses 
for workers who have taken jobs away from home 
have been awarded on a much more generous scale 
than hitherto. They have increased about fourfold 
in the space of one year. Family allowances have 
been introduced for breadwinners who move from 
particular areas of unemployment, which are de- 
signated by the regional employment boards, to 
jobs in other places. These allowances consist of 
the rent paid in the previous home town, an allow- 
ance of Kr. 124 a month for the wife, and Kr. 
39 per month for every child under 16 years of 
age. The allowances are paid as long as the bread- 
winner has to maintain two homes, but for a 
maximum period of six months. An initial lump 
sum allowance of Kr. 300 has also been introduced 
for every unemployed worker who moves from an 
area where there is unemployment to a job else- 
where. If the unemployed worker stays in his new 
job for at least three months the sum is written off 
entirely. The initial allowance was introduced for 
the purpose of compensating the unemployed 
worker for the extra expenditure he incurs in 
moving, and thereby encouraging him to move. 
The housing shortage has of course been a handi- 
cap in the policy of promoting mobility. An at- 
tempt has been made to overcome this in part by 
using unemployment funds in order to build tem- 
porary houses in certain places which have ex- 
panded rapidly and attracted labour. These houses 
have been reserved for unemployed workers who 
have moved from particular areas of unemploy- 
ment. Housing policy has also been directed to- 
wards giving priority in housing to expanding 
districts. On the other hand, the possession of a 
house — through ownership or lease — has some- 
times prevented an unemployed worker from 
moving to another district when he has had diffi- 
culty in disposing of the house. A proposal has ac- 
cordingly been made that employment and housing 
agencies should utilise unemployment funds to 
help unemployed workers dispose of their houses 
when they have obtained steady employment else- 
where, in the last resort through purchasing the 
house. 
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Measures to promote mobility of labour are al- 
ways attempted first. In a situation where demand 
for labour still exists in the open market it must 
obviously be a correct policy on the part of the 
government employment agencies to satisfy this 
demand by means of employment exchange and 
other labour mobility measures. Among the em- 
ployment policy measures priority has therefore 
been given to mobility. This is also very cheap as 
compared with many other measures. Very nearly 
Kr. 10 million have been spent from the start of 
the recession in the autumn 1957 in stimulating 
geographical mobility, and the effect has been 
good. Despite the fall in the total demand for 
labour, mobility between different places has been 
relatively well maintained. With the assistance of 
the employment exchanges 4—5,000 persons are 
moving every month to jobs in places other than 
their home towns. These measures to stimulate 
mobility have been most important through being 
applied specifically to particular areas of un- 
employment and in solving the unemployment 
problems that have arisen there. 

Besides geographical mobility, occupational mo- 
bility has also become very important, and during 
the past three years it has almost doubled as a 
result of an intensification of government occupa- 
tional training schemes. In addition to this a large 
number of retraining courses of a workshop nature 
have been opened in a short time. Advanced 
training courses have also been arranged for laid- 
off industrial workers, building workers, and for un- 
employed forestry workers. These latter measures 
have made it possible for close on 10,000 un- 
employed workers in one year to be given the op- 
portunity of retraining for other trades or of 
further training in their own trade. Their prospects 
of finding a new job after their training period is 
over have also been improved by this means. The 
costs involved in this activity amount to about Kr. 
30—40 million in the financial year 1958—59. In 
general, occupational training — investment in 
human beings — has become one of the most prom- 
inent weapons of employment policy in the battle 
against unemployment. The labour market has 
great need, both now and in the future, of trained 
workers. 
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Measures to stimulate investment 


Measures to promote mobility have not, however, 
been sufficient in the present state of the economy. 
The increase in unemployment has been so great 
that special measures have been considered advisa- 
ble in order to maintain the level of total demand. 
These measures have been exclusively directed to- 
wards maintaining the level of investment, partic- 
ularly in building and construction. There has 
been no question so far of increasing house-building 
activity for the purpose of transferring unemployed 
workers there from other sectors. Instead, the 
measures taken have primarily aimed partly at 
removing the unemployment which still existed to 
some extent among building workers a year ago, 
and partly at thereafter maintaining the highest 
possible level of employment with the available 
building labour force. The result of these measures 
is shown by our now having a higher level of 
employment and somewhat lower unemployment 
in building than we had a year ago. The main- 
tenance of building and construction activity has 
promoted total employment in the country because 
of the indirect increase in employment to which it 
gives rise in many other sectors, such as building 
materials, parts of the engineering industry, and 
so on. Construction activity — roads, water and 
sewage pipes, defence projects, etc., — is now so 
extensive that on occasion, particularly during the 
winter months, it attracts unemployed labour on a 
fairly large scale from other sectors, particularly 
forestry, but also in some measure from industry. 

That measures on the investment side for the 
purpose of maintaining the level of total demand 
should be chosen is quite natural. They provide the 
basis for increased production and a higher stand- 
ard of living in the future and, unlike many other 
measures for combatting unemployment, they can 
be used relatively easily to bring about a rapid 
increase in building and construction activity. And 
the time factor is of over-riding importance if the 
measures are to have an effect immediately after 
the tendency towards increased unemployment has 
shown itself. 

At present total building and construction ac- 
tivity in Sweden amounts to about Kr. 10 milliard 
per annum. As anticipated, investment activity in 


certain sectors has shown a marked tendency to 
fall off during the slight recession we have had. 
This is true, for example, of agricultural invest- 
ment, a large part of industrial investment, as well 
as the not unimportant maintenance and repairs 
sector — this sort of work is postponed until better 
times! The objective of investment policy has there- 
fore been to use a variety of measures to try to 
fill the gap which arises through the decline in 
investment in certain sectors, to try to maintain 
total building activity and, in the case of construc- 
tion activity, increase it if necessary. Several 
methods have been adopted. House-building has 
increased sharply since the autumn of 1957 by 
means of increased government loans. Since the 
recession began there has been an increase of 15 
—20,000 housing units, which is a rise of about 15 
per cent per annum. 

The construction of roads is the other large 
sector where investment has increased consider- 
ably. In the past 18 months investment in road 
building has increased by more than Kr. 300 mil- 
lion over and above normal investment in road 
construction, which is about the same amount every 
year. Over 600 miles of new roads have thereby 
been provided, a large part of which are in forest 
areas where in the long run they will be of the 
greatest value in reducing timber transport costs. 

Other public investment in buildings, such as 
hospitals, schools, homes for old people and pen- 
sioners, and community assembly halls, has in- 
creased by about Kr. 200 million since the down- 
turn began. Construction activity by local authori- 
ties in water and sewage works, roads and streets 
has increased. Defence projects have also been 
used to some extent as public works to combat de- 
pression. A form of public works which is in some 
measure new is forest conservation, which has been 
stimulated by a special government grant. 

The stimulus to investment has not, however, 
been confined only to housing or public works. An 
attempt has been made to maintain the level of 
investment in industry during the recession by 
making use of special investment funds — I am 
excluding here the reduction of the discount 
rate by 1/2 per cent in the spring of 1958. Under 
special legislation business firms are permitted to 
set aside part of their profits in special invest- 
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ment funds, and, if these funds are disbursed for 
investment in buildings and machines during a 
period when investment is desirable for employment 
purposes, the companies obtain certain substantial 
tax privileges. Investment funds have been released 
since May, 1958, and investments to the value of 
approximately Kr. 350 million, mainly in industrial 
buildings, have been started through the use of 
these investment funds. The total cost of these 
building projects is in the region of Kr. 500 million. 
Total annual investment by industry in buildings 
and construction amounts to about Kr. 3,000 mil- 
lion. This is the first occasion on which the use 
of investment funds to combat a depression and 
stimulate activity has been tried on a large scale. 
It is of course difficult to estimate how much of 
the investment which is now being made through 
the use of investment funds would still have taken 
place in any case. Part would probably have been 
undertaken in any event during this period, but 
it is perhaps not being unrealistic to think that a 
large part of it would have been postponed until 
better times, when firms would have had a clearer 
picture of the future. Now, however, a large part 
of this investment has been undertaken precisely 
at a time when it has been considered most ap- 
propriate from the point of view of employment 
and the state of the economy. This is the primary 
value of the investment funds, that they provide a 
stimulus at the appropriate time, and the tax con- 
cessions ought therefore to be very generous. In 
this connection mention ought also to be made of 
the proposals, which have been put before the 
present session of the Riksdag, to increase invest- 
ment in the government-owned industries in Norr- 
botten by some Kr. 10 million. This will undoubt- 
edly have a very favourable long-term effect on 
employment in the northernmost part of the 
country, but it is probably of less significance for 
employment in the present downward phase of the 
economy. ; 


A stable level of investment 


The measures just mentioned have enabled a 
large part of industrial investment, especially in 
large firms, to be: maintained during the reces- 
sion. Indirectly, they have also benefitted invest- 
ment in machinery — new machines are required 


to fill new buildings. Government unemployment 
policy has to some extent also aimed directly at 
maintaining investment in machinery by means of 
special government orders for industry, where this 
has been justified for employment purposes. In 
addition to normal orders the government has 
placed or made arrangements for orders from in- 
dustry amounting to about Kr. 100 million. The 
greater part of this has comprised telephone equip- 
ment, railway materials, pilot boats and light- 
houses, ferries, and some defence equipment. The 
orders also cover certain consumption goods such 
as uniforms, blankets for the armed services and 
for hospitals, etc. It has also been possible to in- 
crease orders for small ships through the strength- 
ening of and loans to certain shipbuilding funds. 
Local authorities and county councils have also 
been requested to increase their orders to industry 
during the recession, and to stockpile those goods 
which they do not immediately require. To meet 
the costs of storage and interest charges which 
these authorities have to bear, a 25 per cent gov- 
ernment grant has been proposed, but the matter 
has not yet been settled. So far industrial orders 
to combat unemployment have been typically spe- 
cific in character. There has been no question of 
a general increase in orders to industry, but each 
case has been examined on its merits, and only 
put into effect when transfer or other measures in 
support of the workers threatened by unemploy- 
ment have proved impossible or unsuitable. In all, 
these measures have been of no more than secon- 
dary importance so far, but this approach has un- 
doubtedly been considered a very effective one for 
the particular localities, firms and labour affected. 
This approach must of course be used with dis- 
cretion. What it must not lead to is less compe- 
titive firms being given artificial support. For this 
reason the general guiding principle that has been 
applied is that the price paid for these orders is no 
higher than the price that would have been deter- 
mined under free competition in an open market. 
Occasional exceptions to this rule have been made 
where there has been a good cause, e.g., that the 
country would otherwise have had to bear ex- 
tremely high unemployment costs in a particular 
place because of the difficulties of transferring 
workers to other jobs. 
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This investment policy which has been under- 
taken for employment purposes can be summarised 
as follows. Since the business downturn began in 
the autumn of 1957 public investment and sti- 
mulus to private investment by freeing investment 
funds totalling between Kr. 1,500—2,000 million 
have been undertaken. This has enabled the total 
level of building activity to be maintained at a 
high level, building workers have enjoyed full em- 
ployment, and construction work has attracted a 
considerable number of unemployed workers from 
other sectors. Indirectly, this high level of invest- 
ment activity has also maintained employment in 
a number of other branches of the economy. 

In all, these measures designed to stimulate em- 
ployment have been estimated to provide employ- 
ment for 50—60,000 persons. But unemployment 
is greater by 20—-30,000 than it was at the beginn- 
ing of the recession. One can perhaps conclude 
from this either that the labour market measures 
have been inadequate or that their possibilities 
have been exhausted, and other measures have 
therefore proved necessary e.g., in the form of 
monetary, credit, and fiscal policy, special measures 
to stimulate consumption, and so on. Measures of 
this kind have in fact been used extremely sparing- 
ly so far, and have been restricted primarily to 
the reduction in the discount rate mentioned ear- 
lier, an increase in export credit guarantees, and 
some relaxation in the application of these credits. 
But otherwise, as mentioned earlier, the increase 
in the supply of labour caused by the recession and 
the other factors discussed here has been met by 
measures designed to promote labour mobility and 
by investments aimed at providing jobs. 


Labour market policy versus 
general measures 


Various reasons have been advanced for the 
priority given to employment-stimulating measures. 
Economic trends are rather uncertain in the not 
so distant future, and things could very quickly 
change to a new upward trend in the economy, 
with a greatly increased demand for goods and 
services which could lead to a wave of inflation. 
It is important, therefore, that the measures now 
being taken to counter unemployment are of such 


. 


a kind that they do not prove an encumbrance 
when the economy again moves into an upward 
phase. There is perhaps no great difference in 
principle between general economic policy meas- 
ures throughout the whole economy and specific 
measures to promote employment of the type dis- 
cussed here. The object in both cases in the cur- 
rent economic situation is of course to increase 
the level of demand and reduce unemployment. 
But there are differences in degree which may well 
be very important precisely in the present situation. 
We are not in the trough of a depression, but are 
experiencing a moderate recession in economic ac- 
tivity which ought also to be met by moderate 
measures to stimulate activity. And labour market 
measures have been considered more moderate 
than general measures in the long run, while at the 
same time they have a stronger effect in the short 
run, just when they are required. The employment 
measures can be restricted in time and place — 
made selective, in a word — better than general 
measures. They can be diversified on a large scale. 
They can be applied at the point where at any 
moment they are most needed, without having 
adverse effects elsewhere. They can be put in force 
much more quickly than general measures, and 
they can in all probability be withdrawn more 
quickly — this last point is not the least important, 
though it also remains to be seen — when they 
are no longer required. 

Some examples can be given by way of illustra- 
tion. Measures designed to stimulate mobility are 
applied forcefully in areas of unemployment, but 
they are not directed towards increasing mobility . 
in general, which might perhaps be undesirable. 
Public investment projects which are launched in 
particular districts for the purpose of stimulating 
employment get started more quickly than those 
which arise out of a general increase in public in- 
vestment. As a rule it is also projects that are of 


short duration, but none the less necessary for that, 


which are chosen. Almost all of them are included 
in plans and targets for public investment for the 
very near future. As was mentioned earlier, a 
large part of industrial building has been started 
by drawing on investment funds, and it would 
probably not have been undertaken so quickly, 
either as a result of a general cut in interest rates 
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or a general reduction in profits tax. It is. the 
knowledge that the tax concessions provided 
through the investment funds are available at 
present, but may perhaps not be available next 
year, which has almost certainly convinced firms 
that it is in their interests to invest now rather 
than later. In this way the effect on employment 
has been felt in time at the right place; and this is 
often the whole essence of anti-cyclical policy. It 
is a practical and administrative matter, which in 
the last resort rests on the simple prerequisite of 
always having in readiness, in both the public and 
private sectors, plans which can both be set going 
quickly and on the exact scale required. And the 
advantages for private plans have then to be 
balanced by tax concessions, or in some other way, 
so that they really are fulfilled. However, it is a 
long and arduous task to induce both public and 
private groups to make plans, but it is absolutely 
indispensable if a practicable employment policy 
is to be pursued. 

I shall not go into the question of whether the 
employment policy has succeeded, or whether it 
has been more or less successful than other meas- 
ures. Results and experience must be left to speak 
for themselves, and they do undoubtedly indicate 
that without these measures we should have had a 
considerably higher level of unemployment. Nor 
is it easy to make comparisons when there has not 
been an opportunity to test other measures. 

One extremely interesting question, however, is 
the length of time that these measures can be 
persevered with in the present recession. Let us 
assume that economic conditions continue to de- 
teriorate for a time, and that exports consequently 
fall. The policy being pursued is undoubtedly ser- 
ving to buoy up demand, and sooner or later it 
ought to lead to a strain on our foreign exchange 
reserves. How long can we continue with such a 
policy in that event? In this case, too, only ex- 
perience will tell, but it must nevertheless be said 
that experience so far has not ben discouraging. De- 
spite all the prophets the foreign exchange reserves 
have not fallen in the past year, during which pretty 
active measures have been taken to maintain em- 
ployment. On the contrary, they have risen. Clear- 
ly the margins are greater than was anticipated. 
In this connection it is significant that at the 


primary stage the measures adopted have re- 
quired few imports, though there has of course 
been a secondary effect in the form of a demand 
for imports arising out of the maintenance of 
purchasing power through the maintenance of 
employment. But measures aimed at encouraging 
mobility do not require any imports, occupational 
training needs very few, housing few, forest con- 
servation likewise, and similarly with road build- 
ing — one of the reasons for the rapid growth in 
such a short time in this last sector is the fact that 
it has only now become possible to use a lot of 
unutilised machinery which had been purchased 
(in part abroad) at a time when labour was 
scarce — and also other investments. Purchases of 
machinery for new industrial buildings will of 
course necessitate a certain amount of imports. 
But import requirements have been very small ,in 
the light of the investment that has been made in 
employment policy. In any case foreign exchange 
reserves are intended to serve primarily as a buffer, 
and a certain amount of running down in the in- 
terests of maintaining employment should not 
frighten us. But it is probably not possible to indi- 
cate any limits within which employment policy 
can operate, or perhaps work better than other 
measures. The only sure way to find out about this 
matter is the empirical approach. However, it is 
perhaps correct to say that this is the first occasion 
on which employment policy is being conducted 
on such a large scale and with so many different 
measures in such a moderate recession as the 
present one. And these employment policy measures 
are probably far from being exhausted at this 
stage. The positive feature of the Swedish economy 
at present is that for the first time since the war 
we have had stable prices and stable money for 
almost a year. It is of course possible to argue that 
this has been achieved at the expense of a some- 
what higher level of unemployment. But if em- 
ployment policy can be utilised to get rid of this 
unemployment, and at the same time maintain 
price stability, then it is very arguable that the best 
and most flexible means has been found for recon- 
ciling, or at any rate approaching as closely as pos- 
sible, the desirable twin goals of full employment 
and stable prices. 
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THE NEW AMERICAN MARKET 
FOR SMALL CARS 


BY HANS BREMS 


Over the last three years, imported cars have 
expanded their share of the United States market 
tenfold: From 0.73 per cent of it in 1955 to 7.21 
per cent in 1958. Already Vauxhall sells as many 
cars in the United States as it does in Britain. 
The present paper suggests a very brief analysis 
of the size of the total passenger car market in the 
United States followed by a much more detailed 
analysis of the small-car segment of that market. 


Size and trend of the total passenger car market 


During the last decade, total new passenger car 
registrations in the United States have fluctuated 
between four and seven million cars per year. What 
would a “normal” year be like? As a first approx- 
imation to an answer one might observe that in a 
smoothly growing stock of automobiles, a constant 
ratio will exist between new-automobile demand 
and automobile stock.1 The value of this ratio 
will depend on only two things, first the average 
useful life of an automobile, and second the 


1 Suppose we have a perfectly smoothly growing stock 
S of automobiles. Suppose, furthermore, that the useful 
life of an automobile has some distinct value, L years. 
Let the proportionate rate of growth of our automobile 
stock be g per annum. Then: 


w(t)? Eh i 
Stl) 1-1 + gy% 


where x(t) is new-automobile demand in period ¢, and 
S(t—1) is automobile stock at time ¢—1. Period t 
is the period ending at time ¢. This equation has been 
rigorously derived in the appendix to Hans Brems, “ Long- 
Run Automobile Demand,” Journal of Marketing, Vol. 
20, No. 4 (April, 1956), pp. 379—84, and Hans Brems, 
“Recenti sviluppi della consistenza e struttura della do- 
manda di autovetture negli Stati Uniti.’”’ Automobilismo 
Industriale, No. 18 (Anno IV, Gennaio-Febbraio, 1956) 
‘pp. 33—39. 
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proportionate rate of growth of automobile stock. 
As far as the useful life is concerned, a figure 
around 12 years would not seem implausible. As 
far as the proportionate rate of growth is concerned, 
the present writer has found? that over the last 
decade, the behavior of automobile stock may be 
approximated by an initial stock as of 1948 equal- 
ing 35.75 million cars and growing at an annual 
proportionate rate of growth of 0.053. The ap- 
proximation may be seen from our Chart 1. Using 
this approximation for extrapolation, the auto- 
mobile stock as of December 31, 1958, should be 
expected to be around 59.89 million cars, and new- 
car demand in 1959 should be expected to be 6.8 
million cars, in 1960 7.2 million cars, in 1961 7.5 
million cars, etc., steadily growing at 5.3 per cent 
per annum. 

But the market fluctuates around its normal 
without ever actually being normal, and a shorter- 


2 Hans Brems, “The Outlook for the Automobile 
Industry,” Current Economic Comment (published by 
the University of Illinois), Vol. 20, No. 4 (November, 
1958), pp. 25—38, particularly p. 28. 


Chart 1, 
Automobile stock, millons of tassenger cars 
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Chart 2. New registrations, 
millions of new passenger cars per year 
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term forecast would have to allow for the fluctua- 
tions, too. As a second step let us try, then, to ex- 
plain new-car demand in terms of something else 
than time. The most obvious independent variable 
would be disposable real income. But one might 
expect the level of income to affect demand no 
less than does the rate of increase of income. The 
level may be said to determine the extent to which 
motorists can currently “afford” a new car; the 
rate of increase, positive or negative, may be said 
to determine their optimism or pessimism with 
respect to future income levels. For the period 
1949—1957 we have correlated new-car registra- 
tion figures with the level of disposable real income 
as well as with the rate of increase of disposable 
real income. Once the multiple correlation formula! 
has been found, one may work it in reverse, so to 
speak, and calculate new-car registrations from it. 
The calculated figures may be confronted with the 


1 The correlation equation found was: 
x(t) = + 1,265 + 0,01361 Y (t) + 0,08778 [Y(t) — Y(t — 1)] 
where x(t) is expressed in millions of cars per year, 
Y(t) in billions of dollars, 1957 prices, and Y(t) — 


Y(t—1) is expressed in billions of dollars per year, 
1957 prices. 


actual figures, and the confrontation will tell us 
something about the goodness of the correlation. 
Such a confrontation is shown in our Chart 2. 
The one year for which the correlation gives a poor 
result is 1952. But the steel strike in the summer of 
1952 paralyzed automobile production, and new 
cars were unavailable in the early fall of 1952. The 
actual figure, then, should indeed fall considerably 
short of the calculated figure for the year 1952. 
Otherwise, calculated and actual figures are not 
too far apart.2 

One may again extrapolate to 1959. Currently, 
disposable money income is rising at a substantial 
rate, and prices do not seem to be rising cor- 
respondingly. Will disposable income in 1957 prices 
be $5 billion, $10 billion, $15 billion, or $20. 
billion higher in 1959? Others are better qualified 
to give the answer, so let us merely use the four 
alternatives as possibilities and insert them into 
our correlation equation. The four alternatives will 
give us a 1959 new-car demand of 5.8, 6.3, 6.8, 
or 7.3 million cars respectively. 


The small-car segment 


What is a small car? If small cars are defined as 
cars having a wheelbase less than or equal to 108 
inches, they form a very distinct segment of the 
United States market with practically nothing be- 
tween them and the 118-inch wheelbase Chevrolet, 
Ford, and Plymouth. The last Willys produced, the 
current Rambler four-door models, the new Stude- 
baker Lark, and the largest cars imported in sig- 
nificant quantities, i.e. the 3.4 litre Jaguar and the 
Mercedes-Benz 219, all have a 108-inch wheelbase. 

Table I and Chart 3 show new small-car registra- 


2-But, as Wallander has pointed out, a large number 
of rather different automobile demand equations have 
given deceptively good fits. Jan Wallander, Studier i bi- 
lismens ekonomi (Stockholm: Industriens utredningsinsti- 
tut, 1958), p. 216. This book is perhaps the most pene- 
trating analysis of the economics of motordom published 
in any country. 

3 Our figures may be slightly higher than other pre- 
dictions. A much more refined correlation equation than 
ours was presented by Daniel B. Suits, “The Demand 
For New Automobiles in the United States 1929—1956,” 
Review of Economics and Statistics Vol. 40, No. 3 
(August, 1958), pp. 273—80. The Chase Manhattan 
Bank has applied this model to the year 1959 and found 
new-car demand to be “within the 5.5 to 6.5 million 
range,’ see Chase Manhattan Bank, Business in Brief 
No. 23 (November—December, 1958), p. 5. 
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Table I. New small-car registrations as a percentage 
of all new-car registrations 


= |. 

Year 2 = Eb 2 > 5 3 bee = 

Sl Saeed eh as a | Peace ee 

210 lpel mt | Bie eS iS 
1950 —J] 0.11} 0.25] 0.22} —J] 0.22] 0.54] 1.34 
1951 —J] 0.10} 0.41] 1.01} —] 0.91] 0.51] 2.94 
1952 0.05] 0.07] 0.70} 0.70] —J 1.23] 0.99] 3.74 
1953 0.02} —j 0.51] 0.19} 0.30] 0.70} 0.73) 2.45 
1954 —| —] 0.45] 0.02) 0.18} 0.65] 0.31{ 1.61 
1955 —]}] —1]0.73; —j}] —] 1.05] 0.08; 1.86 
1956 Sah SS Pe do ne 
1957 —| —| 3.26; —] —]1.53] —J] 4.79 
1958* —| —| 7.21 —| —] 3.55} —| 10.76 
Source: Automotive News. — * All 48 states, first 8 months 


of 1958 except Oregon for July and August. 


tions as a percentage of all new-car registrations 
since 1950. Small-car registrations have risen from 
less than 2 per cent to more than 10 per cent of the 
market. The first half of the period since 1950 is 
characterized by the failures such as Crosley, Henry 
J, Hudson Jet, and Willys. The last half of the 
period is characterized by the remarkable success 
of the Rambler and the imports. Their combined 
percentage doubled from 1956 to 1957 and doubled 
once again from 1957 to the first eight months of 
1958. 

Specifically as far as the imported cars are con- 
cerned, Britain is the largest supplier, closely fol- 
lowed by Germany, but other countries, Sweden 
among them, are coming into the picture. The 
various exporting countries had the following per- 
centages of the entire U. S. import of passenger 
cars: 


1956 1957 1958* 

Brita Zn shMis saul danas 33.0 37.4 36.5 
Germany]. ee man araenen es 59.6 41.6 35.4 
Bran cee eee ere oe is ou 14.2 ily 
Ttaly:;..\.:, aeskee sata aee oon cs 0.0 2.5 5.9 
Sweden Wea accce sitcasteneacee 1.6 3.4 4.5 
Others, . crcy mrena tet feo a eae 0.7 0.9 0.5 

Total 100.0 100.0 100.0 


* First eight months 


Specifically as far as the domestic small cars are 
concerned, for the last four years American Motors 
has been the sole producer of such cars. The 


Chart 3. New small-car registrations 
as a percentage of all new-car registrations 


‘57 1958 


oO 
1950 ‘51 ‘52 ‘53 ‘S54 °S5 ‘56 


success of its 108-inch wheelbase four-door Rambler 
models ($ 1918 and up) and its 100-inch wheelbase 
two-door Rambler models ($1754 and up), how- 
ever, inevitably is inviting further domestic entry 
into this market. In early November, 1958, the 
Studebaker Lark entered, and the initial response 
to it has been so favorable that the Lark may well 
save the ailing Studebaker-Packard Corporation. 
General Motors apparently‘is preparing a Rambler- 
sized car, possibly for 1960. 

Will the U. S. small-car market stay put around 
ten per cent? There is not the slightest reason to 
believe that it will. First, no domestic 1959 model 
offered by the three major producers (General 
Motors, Ford, and Chrysler) is any smaller than 
its 1958 equivalent; quite the contrary. Second, in 
many parts of the country, foreign cars are not 
offered and are not yet well known. Third, General - 
Motors has as yet either to reveal to the United 
States its outstanding six-cylinder Vauxhall Cresta 
and Opel Kapitan or to produce a domestic car of 
exactly that type. And Volvo, of course, has as yet 
to show us its Amazon in this country. Fourth, 


a oe 4 : 
.* 
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even in metropolitan areas, where foreign cars are 
actually retailed, the most popular of them, the 
Volkswagen, is available only with substantially 
delayed delivery. Fifth, extremely high market 
values of second-hand Volkswagens and Ramblers 
are symptoms of an as yet unsaturated market. 

But even should imports merely keep their share 
(7.21 per cent) of a total market of 6.5 million 
cars in 1959, they will still account for 468,000 
cars. And should the Swedish products merely keep 
their share (4.5 per cent) of a total import of 
468,000 cars, this would still be a Swedish export 
volume of 21,000 cars. This figure should be con- 
sidered a minimum. Even so, it is far from insig- 
nificant. It might be worth the while, therefore, 
to study the market for imported cars in the U. S. 
a bit more closely. Who buys imported cars? How 
elastic is the demand for them? 


Who buys imported cars? 


The U. S. News and World Report has been 
kind enough to let us reproduce in Table II some 
data from a market study conducted in 1958. Table 
II shows that families with an income of $5,000 
or more buy 85 per cent of small imported cars in 
the U. S. Families with an income of $7,500 or 
more buy 56 per cent, and families with an income 
of $ 10,000 or more buy 37 per cent of such cars. 
These figures become meaningful when compared 
with corresponding percentages for low-priced and 
medium-priced domestic cars. The table shows that 
the percentage for the small imported cars is 


Table II. New-car purchases by income brackets * 


Per cent of all U.S. 
purchases of new cars 


Income | "F3'S- | Low. [Med h 
of U.S. w- |Medium-] High- 
bracket families | priced | priced | priced Small 
domes-| domes- | domes- fe d 
| tic tic Gor <pPers 
$5,000-up 49 79 89 97 85 
$7,500-up 2307 |) 46 65 2 56 
$ 10,000-up 11 26 44 85 37 


1 
’ 


* Source: U.S. News and World Report, Market Research 
Division, A Market Study of the People Buying New Automobiles 
Today, U.S. News and World Report, Washington, D.C., 
October 1958, pp. MA 5, 6, 12, 13, 16, and 17. 


invariably lying roughly midway between the per- 
centage for low-priced domestic cars and the per- 
centage for medium-priced domestic cars within 
the same income bracket. 

We must conclude, then, that although the 
typical small imported car sells at a price somewhat 
below the U. S.-made low-priced cars, it is ap- 
parently sold to families somewhat better off than 
the families buying U. S.-made low-priced cars. 
Indeed, according to the study prepared by U. S. 
News and World Report average family income 
displayed the following variations: 


Nation stamilicseemeryonae er cidst lee Oot etyie ese $ 5,700 
Buyersioi new, AOMeESsUC CATS! ./.., 2. /ice pile «e+e $ 11,100 
ROW PLICCCrCan DUVErS mpm rae neat $ 9,500 


maiddile spriced car. buyers! .ja..0.. 260s wher $ 12,600 
high pricedicar DUyers.. ees .1o oiore $ 28,600 
Buyers of new small imported cars .............. $ 10,400 
In short: Although inexpensive, the small im- 
ported car is not “the poor man’s car”. At first 
glance this might seem a paradox. But the paradox 
disappears as soon as it is realized that the majority 
of small-car buyers are two-car families. The 
aforementioned study by U. S. News and World 
Report gives the following percentages for two-car 
ownership: 


Nations familiesioeece wan cot agra pels Re lerisi ores ne 14% 
PATIKCATIO WIEIS 9. cae octet huee crys reine arene tages ohets 19 % 
Buyers oh New; OmeSUC Cars wr. rastenie sete lacie a cise 41 % 
lowspriced/car buyers ee isertarvss eee ee 39 % 
middlevpriced car buyers’... 40-2. ..0. 42. % 
Iiehi priced: car buyersied act. oe oe oe ile 65 % 
Buyers of new small imported cars ................ 60 % 


In short: The small imported car is the medium- 
income and high-income family’s second car. Be- 
cause of its size and handling characteristics it is a 
supplement to rather than a substitute for the 
family’s first car, a U. S.-made product: The im- 
ported car is superior in town, the U. S.-made car 
is superior on weekend and vacation trips. And 
precisely because the small imported car is inex- 
pensive, can the medium-income and high-income 
family afford two cars. For the same reason its 
price elasticity may be high, higher than the price 
elasticity of the first car. 


The price sensitivity of small-car demand 


At this point one might wish to know what the 
price elasticity of the small imported car is. For 
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Chart 4. 


Ratio between new Rambler registrations and new foreign-car registrations, first six months 1958 


Distance in miles from Milwaukee, Wis. to major metropolitan area in other states. 


automobiles in general, it has always been difficult 
to find price elasticities.1 All the statistical studies 
of the past have used the time-series approach. An 
alternative in the form of, say, geographical cross- 
section analysis was not available for the simple 
reason that all domestic products are produced in 
the Great Lakes region. Price differentials between 
them differing from one state to another could not 
exist. 

The rise of imports have changed this. Imports 
are priced F. O. B. port of entry, and the freight 
item is roughly in proportion to the distance of the 
point of delivery from the nearest port of entry. In 
the small-car market the effects of this are quite 
noticeable. Until now, the only close domestic 


1 See, e.g., C. F. Roos and Victor von Szeliski, The 
Dynamics of Automobile Demand (Detroit: General 
Motors Corporation, 1939), L. Jay Atkinson, “Demand 
for Consumer Durable Goods,” Survey of Current 
Business, June, 1950, and Hans Brems, Product Equilib- 
rium Under Monopolistic Competition (Cambridge: 
Harvard University Press, 1951), pp. 45—46. 
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substitute for the imports has been the Rambler 
whose price will include a freight item which is 
roughly in proportion to the distance of the point 
of delivery from the Wisconsin plants of American 
Motors. Consequently, the Rambler-import price 
ratio is high on the coasts but low in the Midwest. 
One should expect, then, the Rambler-import new 
registrations ratio to be low on the coasts and high 
in the Midwest. Such is precisely the case. For 
fourteen leading states, having ample representa- 
tion of imported cars, we have plotted in Chart 4 
the ratio r between new Rambler registrations and 
new foreign-car registrations as a function of the 
distance m from Milwaukee, home of the Rambler, 
to the leading metropolitan area in the state. The 
period used is the first half of 1958. The correlation 
is quite successful.2 The conclusion seems ines- 
capable that the small-car market is quite sensitive 


2 The correlation coefficient is 0.803, and the equa- 
tion of the regression line is: 


r = 3,641 m—%2798 


i bie 


ee i ie” | 


_ to price. After all, Rambler sales in California are 

_ merely one-fifth of imports, whereas they are two 

and a half times imports in Wisconsin. Other 
factors admittedly may be at work. Californians 
are perhaps more internationalist than Mid- 
westerners. But it is difficult to believe that price is 
not a major factor. 


America meets the Volvo 


Volvo is a newcomer among the imported cars 
here but is already making a name for itself. The 
largest non-profit consumer organization in the 
U.S. is Consumers Union which tests products and 
reports on its findings in the monthly Consumer 
Reports. The September, 1958 issue rated 18 for- 
eign cars in four price groups. On Group 3 ($ 1,901 
—2,500) the organization said: 

“The cars in this group exist under the shadow of the 
low-priced U. S. Sixes, which are available in big pack- 
ages in the same price range. The cars... are far more 
economical, compact and maneuverable; most of them 
stand ably on their own feet as good and, for most U. S. 
motorists, useful pieces of machinery. This is particular- 
ly true of the Peugeot — by a solid margin the best 
family car in the group. The Volvo is an outstanding 


choise for personal or even semi-sports use. Trailing these 
two is the Opel, with the Vauxhall just behind.” 


Performance data established by the British The 
Motor, and consolidated in a recent issue of The 
Economist, abundantly justify Consumers Union’s 
use of the term “semi-sports use”. The data for 
Volvo and its closest competitors are reproduced in 
Table III. As far as top speed and acceleration is 
concerned, the Volvo is clearly superior to its 
competition by a very ample margin. Volvo’s recent 
introduction of a four-speed transmission has 
widened the margin still further. As far as fuel 
economy is concerned, the Volvo does not match 
the family sedans in Table ITI, but is well ahead of 
“the other sports sedan”, the Magnette. 

We have already seen that Sweden’s share of the 
U. S. import of passenger cars rose from 1.6 per 
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Table III. Price and performance data for Volvo 
and its competition * 


Acceler- 
Port-of- Fuel ation 
entry | Curb | con- | Max. | 0—50 


(New | weight] sump-] speed | mph. 
York) | (cwt) | tion | (mph.)| through 
price (mpg.) gears 

(secs.) 


Hillman Minx 


De Luxe $1,849 | 20 31.8 | 76.9 16,3 


Vauxhall Victor | $1,958] 2014/2] 31.0 | 74.4 18.0 
Peugeot 403 .... | $2,175] 21 4/1 | 31.3 | 80.9 16.9 
Austin A55 

Cambridge .. | $2,199] 20'/s | 32.8} 80.1 15.0 


Volvo PV 444L 
Fiat 1200 Gran 


$2,238 | 19 28:9 | 94.7 10.7 


TMCOa eysier $2,253.) 173) eS 0du | 984-9 13,6 
MG 2B 
Magnette .... | $2,740} 21 5/4 | 25.5 | 85.8 13.3 


* Sources: Price data from Small Cars (January 1959), 
pp. 31—33. Performance data trom »Motors in the Lead», 
The Economist (October 25, 1958), p. 14 utilizing performance 
data established in The Motor’s road tests. 


cent in 1956 to 4.5 per cent in 1958. While small 
relative to the U. S. market, Volvo’s and Saab’s 
export may well be large relative to total Swedish 
output. What is more, the export may well have 
great growth potential. By removing doubts about 
the Volvo’s appearance,! a possible 85-horsepower 
Amazon might further expand that potential. 


1 Much more specifically the same issue of Consumer 
Reports had this to say about the Volvo: 

“In CU’s opinion, the Volvo is the perfect example 
of a car no prospect would ever buy just from seeing it 
on the showroom floor. But CU’s Volvo extracted from 
its 97-cubic-inch engine (fitted with two carburettors and 
generally “hot’?) more power for acceleration and _hill- 
climbing, combined with more gas economy for its level 
of performance, than any sedan of its engine size CU 
has tested... 

“All in all, the Volvo was judged an extremely easy- 
driving and responsive car to operate, offering more 
sports car characteristics than most sedans. It also offered 
every evidence of high quality in materials and assembly. 

“The Volvo does have its drawbacks; its looks, the 
lack of room, the high wind noise, poor rear vision, etc. 
But whether one values its startling performance or not, 
the Volvo can be both respected and liked for its taut 
feeling on the road, its solid construction, easy handling, 
good finish, and general competence.” 
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THE ECONOMIC SITUATION 


The economic recession in Sweden, which first 
made itself felt during the winter of 1957/58, now 
seems to have reached its lowest point. Industrial 
production, which fell at times during 1958, was 
the same size in the fourth quarter as it had been 
during the closing months of 1957 and 1956. At 
the same time, the decline in employment in in- 
dustry has been brought to a stop, while the total 
number of registered unemployed has ceased to 
rise. The development in the volume of exports 
and imports shows signs of improvement. Sweden’s 
terms of trade are, however, on account of falling 
export prices, probably on the verge of a change 
for the worse. As for domestic inflation, this has 
been overcome — at least for the present. 

However, looking at things from a more long- 
term point of view, the current economic outlook 
has deteriorated in various respects over the past 
few months. The expansive financial policy which 
has been followed in Sweden and which has ef- 
fectively stimulated activity at home has also 
brought with it an accumulated surplus of liquidity 
on the credit market, which has in turn reinforced 
the risks of a fresh domestic inflation occurring 
simultaneously with a picking up of economic ac- 
tivity. Furthermore, the international recession, 
which in its earlier phases was accentuated by a 
general liquidation of stocks, has not yet been 
conquered within the time expected or hoped for 
in various quarters. This delay in the upswing in 
various countries is most likely due to the wide- 
spread excess capacity existing in many fields of 
production, this having shown itself to be a handi- 
cap to economic recovery. It should also be men- 
tioned that in the long run the deteriorated pros- 
pects for an agreement with the Euromarket imply 
certain risks for the development of Swedish ex- 
ports. 


The international economic situation 


In most countries the recession has passed its 
lower turning-point. With regard to the raw ma- 


terials-producing countries, however, the delay of a 
positive revival in the industrialized parts of the 
world has meant continued marketing difficulties 
for exports of raw materials and growing foreign 
exchange problems. By virtue of increased interna- 
tional lending, the importing capacity of these 
countries has up to now been maintained reason- 
ably well, yet gradually an increasing number of 
them have been compelled to introduce more rigor- 
ous import restrictions. Increased economic ac- 
tivity, and thereby raw material requirements, in 
the United States should, however, help by degrees 
to bring a stop to this tendency, to the benefit of 
exporters in the rest of the world. A real im- 
provement in the raw materials-producing coun- 
tries’ importing capacity is, however, to a greater 
extent dependent on economic conditions in West- 
ern Europe, which is in fact a larger importer of 
raw materials than the United States. 

The American recovery from the recent decline 
in economic activity has taken longer than the 
optimists had predicted. During the last quarter of 
1958 the national product exceeded its previous 
highest value. Industrial production, on the other 
hand, had in February not yet reached the level it 
had attained two years ago and was only about 7 
per cent greater than at the same time in 1953, ie., 
six years ago. This standstill in the development of 
production over such a long period gives rise to 
doubts as to whether the present recovery will 
possibly be strong enough to lead to a new boom. 

The positive features in the present American 
situation are numerous. Company profits have 
shown an unexpectedly big improvement, which 
can stimulate investment in increased stocks and 
should enhance the possibilities of companies fi- 
nancing rationalization investments themselves. 
House-building and public investments are on the 
rise but have already reached such proportions that 
the future rate of increase is expected to fall off. 
Agricultural production is going up in spite of in- 
ternational marketing difficulties. Moreover, gov- 
ernment expenditure will continue on its upward 
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path until the summer at least, but after that time 
it is feared that this stimulant can, according to 
present plans, be withdrawn. Finally, U. S. exports 
have ceased to fall but still remain on a very low 
level. A positive feature for the rest of the world 
is, furthermore, that U. S. imports have been kept 
at a high level and have even showed signs of 
rising. 

Amongst the negative features we have the still 
high level of unemployment. This can be said to 
depend upon a combination of factors: namely, a 
heavy increase in the working population, a long 
period of productive stagnation in industry, plus 
labour-saving rationalization investments. These 
latter owe their introduction to industry’s need to 
counteract swiftly rising wages. A further feature 
of the negative type is illustrated by the widened 
gap between industry’s productive capacity and its 
actual production. From 1953 to 1957 capacity 
rose by 25 per cent while during the same period 
production increased by only 7 per cent. This 
comparison is built, it is true, on a decidedly un- 
certain basis: industry’s total investment expendi- 
tures at fixed prices are calculated over the period 
as a measure of the growth in capital volume, this 
then being taken as an indication of the develop- 
ment in productive capacity. 

Economic activity in Western Europe can, in the 
main, be said to have passed its lowest point. In 
Great Britain, the third quarter of last year is 
estimated to have been the worst during the present 
recession. Industrial production has in fact risen 2 
per cent above the low level of last summer and 
has thus almost regained the ground lost in the 
previous spring. However, it is to be observed that 
the present level of industrial production had al- 
ready been attained in the autumn of 1955. It 
seems as if even British industry suffers to a certain 
extent from excess capacity, but in the British case 
the problem, although similar, is not at all so 
serious as that facing the United States. The num- 
ber of unemployed has risen pretty well uninter- 
ruptedly since the summer of 1957 but has not yet 
exceeded 3 per cent of the total number of workers 
insured against unemployment. 

In Western Germany, the recession has not been 
accompanied by any absolute reduction in output. 
There has only been a slowing-down of the pace, 


so that the national product for 1958 rose by 2.8 per 
cent as compared with 5 per cent the previous year. 
The number of employed advanced by 1.5 per 
cent, which was, however, outweighed by a short- 
ening of the average working week. Because of this, 
total productivity in the German economy rose by 
close on 4 per cent as against 5 per cent in 1957. 
Industrial production climbed by 3 per cent from 
1957 to 1958, while productivity in industry in- 
creased by 5 per cent as compared with 8.7 per 
cent a year earlier. This decline depends in part on 
reduced utilization of capacity in certain branches, 
such as the steel and textile industries. 


Production, the labour market 
and wage development 


The Swedish economy has probably reached the 
bottom of the latest downswing. This implies that 
a number of positive factors stimulating economic 
activity have been so strong as to neutralize the 
effects of the negative factors which are still preva- 
lent. In connection with the apparent discontinua- 
tion in the running-down of stocks in certain sec- 
tors, which during 1958 had been a powerful in- 
fluence in checking the earlier expansion, the iron 
and metal works, as well as the paper industry, 
have increased output. The prospects of the pulp 
industry, the output of which underwent a con- 
siderable reduction during 1958 are, however, dif- 
ficult to judge. And furthermore the rapid rise 
in production which has up to now been experi- 
enced in the timber industry is expected to come 
to an end under pressure from their own big stocks. 
Output in the engineering industry shrank to some 
extent during 1958 but the situation improved 
somewhat by the end of the year. According to 
the regular survey made by the National Institute 
of Economic Research at the turn of the year, ex- 
pectations in regard to the first quarter were not 
uniform. A certain reduction in incoming orders 
from the home market was anticipated while at 
the same time there would be a compensating in- 
crease in export orders, which was expected to 
benefit only a limited part of this industry. 

The iron ore mines ran up against a serious 
marketing crisis in the course of last year, which 
has not yet been overcome. The textile and clothing 
industry's output fell by 6 per cent during 1958 as 
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a result of reduced domestic consumption and in- 
creased imports, and the prospects for 1959 do not 
indicate any improvement. 

The building industry — through utilizing idle 
capacity on the labour market and in the building 
materials industry, where exports had declined, and 
by means of an increase in the Government’s capi- 
tal guarantees — was able to push up production 
appreciably in the past year. As far as 1959 is con- 
cerned, there is going to be a rise in the total 
volume of building of 4 per cent according to the 
National Budget, and it is thanks to this policy that 
there were 5,500 fewer building workers unem- 
ployed during February than a year earlier. 

Employment in industry has continued on its 
downward path. The following table illustrates how 
much lower employment was (expressed as a per- 
centage) in each quarter of 1958, and in January, 
1959, compared with the corresponding period in 
the previous year. 


1958 1959 
I II Ill IV jan. 
Industry proper ;... —0.7 —=19 —=—26 — 35° =34 
Engineering industry 
(excl. shipbuilding) —2.1 —26 —24 —21 — 2.4 
Shipbuilding ...... +55 +4+2.3 —0.7 +14 — 4.0 


There were thus about 25,000 fewer workers 
employed in industry in January of this year than 
at the beginning of 1958. Those industries hit the 
hardest were the textile and clothing industry and 
the mining industry. The biggest reduction nu- 


Changes in Export and Import Volume 


(Quarterly figures, changes in % since a year ago) 
A Imports 
B Exports 


Source: The National Institute of Economic Research 
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merically was, however, to be found in the biggest 
sector — the metal and engineering industry. Over 
the past five months employment seems to have 
settled down at a level 3.4 per cent below the 
relatively high figure which prevailed one year ago. 

As far as the shipyards are concerned, the earlier 
rapid rise in employment came to a halt last June. 
During the autumn a smaller expansion took place 
again, but it looks as though this has now run its 
full course. The reduction in employment will 
probably continue during 1959, this being mainly 
due to the fact that the small and medium-sized 
shipyards have completed all the orders in hand. 
As is well-known, incoming orders to the ship- 
building industry have been practically non-ex- 
istent since the autumn of 1957. However, the big 
shipyards’ stocks of orders are still so large that we 
can even expect an increase in production during 
1959. 

The situation on the labour market has, ac- 
cording to available statistics, not shown any signs 
of a revival; the position in the autumn of 1958 
was in actual fact somewhat worse than in the 
previous spring. 

Percentage changes from the corresponding pe- 
riod one year earlier: 


1957 1958 
Jan.— July— Jan.— July— 
June Dea: June Dec. 
Vacantipestss 7 ..nms —13.2 —74 —63 —98 
Filled posts eee. —10.7 —4.3 —2.7 —6.0 


House Building (in 1 000 dwelling units) 


A Under construction 
B Started 


Source: Labour Market Board 
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Thus the relation between vacant and filled posts 
has also continuously deteriorated during 1957 and 
1958. 

Unemployment was, on the average, 40 per cent 
higher in 1958 than in 1957. This January there 
were 73,000 registered unemployed as against 
60,000 a year ago. In February and March a re- 
gression to a considerably lower level occurred, 
which to some degree is perhaps a consequence of 
the stabilization of employment in industry ob- 
served above. The National Labour Market Board’s 
active employment policy should have done a great 
deal towards halting the process of deterioration in 
the situation. The present position is, however, in 
many respects worse than is indicated by the figures 
of registered unemployed. The number of workers 
on short-time has doubled between November, 
1957, and the same month in 1958 and, further- 
more, a considerable number of unemployed per- 
sons have omitted to register at the employment 
exchanges. 

The average level of wages is calculated to have 
risen by 5 to 6 per cent from 1957 to 1958. In the 
agreement, which sets the standard for the labour 
market, between the Confederation of Swedish 
Trade Unions and the Swedish Employers’ Con- 
federation, a wage increase of 2 per cent for work- 
ers on time rates and 1.5 per cent for piece workers 
has been accepted. If we bear in mind the shorten- 
ing of the working week from 47 to 46 hours, this 


Industrial Production 


A Production index (1938 = 100) 
B Percentage increase compared with last year 


Source: The Federation of Swedish Industries 


increase implies a certain reduction in the national 
wage bill — on the condition that there is an 
unchanged level of employment and that the num- 
ber of overtime hours is unaltered. We must, how- 
ever, expect there to be, like last year — in spite 
of the recession — a certain wage drift: during 
1958 this amounted to about 2.5 per cent. 


The development of prices 


The Board of Trade’s import price quotations 
have dropped continuously since the first quarter 
of 1957. Up to the end of 1958 the decline was of 
the magnitude of 16 per cent. The wholesale price 
index fell only by the moderate figure of 2 per cent 
during the same time, while consumer prices, on 
the other hand, rose by not less than 6 per cent 
during the 12 months up to April, 1958 — the most 
rapid increase since the Korean crisis. This rise 
can partly be considered a consequence of previous 
increases in import prices and a sequel to the 
preceding wage and cost inflation. We can also 
include here another contributory factor, ie., an 
increase in indirect taxes on certain goods. As from 
April, 1958, the consumer price index has been 
unchanged. This stability is, however, the result of 
price movements in opposite directions. Rents thus 
rose by 3 per cent at the turn of the year (1958/ 
59) and, furthermore, a succession of indirect taxes 
were imposed on alcoholic drinks, etc., up to July, 


Wage Development for Male Industrial Workers 


A Average hourly earnings (in Gres) 
B Percentage increase over the past year 


Source: Social Board 
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1958. Opposed to this there was a reduction in 
fuel costs, caused by lower import prices, and in 
the prices of durable consumer goods. 

It can thus be said that falling import prices, 
which have been on the downward path for two 
years, have approximately balanced domestic in- 
flationary tendencies. In this respect, falling raw 
material prices have helped to reduce costs of 
production at home. However, this has only af- 
fected the domestic price level of finished goods 
after a certain time-lag. On the other hand, the 
reduction in prices of imported finished products 
has brought about a lowering of prices on the 
Swedish market directly, and even prices of com- 
peting Swedish products have been forced down. 
We can thus expect any stabilization of raw ma- 
terial prices to mean the disappearance of a factor 
tending to reduce costs. However, continued severe 
competition from imports in the finished product 
sector should effectively help to prevent domestic 
cost increases from resulting in higher consumer 
prices for these commodity groups. Those reduc- 
tions that have taken place in export prices should 
also affect prices on the domestic market. A con- 
tinued fall in export prices can thus be influential 
in preventing rises in consumer prices. Inflationary 
factors are, however, by no means non-existent in 
this country. The expected indirect taxes, certain 
rent increases, the agreed compensation for the 
farmers, and the raising of the wage level will 
probably only to a certain extent be counter-bal- 
anced by increased production in commerce, agri- 
culture and other fields, and are thus accompanied 
by risks of higher prices. 


Foreign trade 


The volume of imports rose during 1958 by 2 
per cent while that of exports dropped 1 per cent. 
As a consequence of lower average prices — 5 per 
cent for imports and 2 per cent for exports — the 
value of foreign trade declined. The value reduc- 
tion of 3 per cent for imports and 2 per cent for 
exports was smaller than had been previously ex- 
pected, as foreign trade and its registration had 
been accelerated during December, 1958, on ac- 
count of the tariff reform at the end of last year. 
However, there are certain indications that the 


weakening tendencies in foreign trade have been 
halted. 

The brisk growth in imports during the years 
1954—57 has been partly determined by a rapid 
building-up of stocks. As there was, during 1958, 
a change-over to a liquidation of stocks, a check 
on the influx of imports was inevitable. However, 
during the last quarter of 1958 stocks of certain 
goods were probably exhausted — mainly in the 
field of commercial iron and steel and also, to some 
extent, that of liquid fuel. A marked increase in 
the imports of these commodity groups during the 
last quarter meant that the previous decline had 
picked up. The sharp rise in imports of machinery 
of 27 per cent from the fourth quarter of 1957 to 
1958 and of 9 per cent on the average for the 
whole year contributed in no small way to the in- 
crease in the total volume of imports from 1957 to 
1958. It can now be stated that the rapidly falling 
prices of raw materials on the world market during 
1957 influenced the prices actually paid for Swed- 
ish imports in 1958, as shown above. The combina- 
tion of falling prices and a development in the 
volume of imports determined particularly by alter- 
ations in stocks is reflected in changes in the value 
of imports. During the six months from January to 
July, 1958, the value of imports was thus 9 per cent 
less, during the period August to September about 
5 per cent less, and from December to January 
most likely somewhat larger, than the correspond- 
ing period one year earlier. 

The following tables show the changes in the 
composition of exports and imports over the period 
1953—1958. 

Certain traditional Swedish export commodities 
of a raw material nature suffered most from the 
international recession. Forest products were hit 
severely by a running-down of stocks abroad. How- 
ever, in connection with price reductions there has 
probably been a certain revival towards the end 
of the year and at the beginning of 1959 as far as 
volume is concerned. Pulp exports were already 
experiencing difficulties in 1957, but as from the 
third quarter of 1958 one can say that there has 
been some recovery in volume, at considerably 
lower prices however. The sector hardest hit was 
timber, where the volume of exports was 20 per 
cent lower in 1958 than in 1957. A continued fall 
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The composition of exports 


Average 
Commodity 1953—56 1957 1958 
group | Kr.mill. % Kr.mill. % Kr.mill. % 
Forest products..... SIE eS Ce Wie eee ie RY Rote a) 
of which — 
BPAGIDOL v4 csc oe «> 2103908 1,343 12.1 1059 9.8 
Pulp, mechanical 
and chemical.... 1,514 17.4 1,670 15.1 1,524 14.1 

Paperandcardboard 893 10.2 1,158 10.5 1,142 10.6 
EEORMOLE]. ss steaidst a) 837916) 14059. 59,6 O71 EEG. 
Base metals and metal 

PLOCUCKS ode ceo s es - 1,140 13.1 1,477 13.3 1,474 13.6 
Machines and instru- 

OCIS) oN eects eS 7els.oerl,720° 45.0 © 15742 -16.1 
Means of transport .. 698 8.0 1,158 10.5 1,417 13.1 
of which — 

UO, eae Ee) 80k e7-2 958 8.9 

automobiles ...... 165 1.9 525 22.9 419 3.9 
Agricultural produce 455 5.2 520° 4.7 486 4.5 
Other goods (2/025... 783 9.0 949 86 1,042 9.6 
MUESEAN Pere Ps crs stad eux 0% 8.718 100 11.962 100 10,807 100 

The composition of imtorts 
Average 

Commodity 1953—56 1957 1958 

group Kr. mill. % Kr.mill. % Kr.mill. % 
Agricultural produce 1,689 17.2 1,861 14.8 1,848 15.1 
Fuel and power...... 1,734 17.7. 2,400 19.1 1,958 16.0 
Yo [nl LT ee ae PAZ 2.20 1290) 10:3) (231-101 
Base metals and metal 

PIOUNCCS ack css +s 1,266 12:9" 1,704°13:6 1,553. 12.7 
Machines and instru- 

11 Col Dt ae eae 1,394 14.2 1,915 15.2 2,193 18.0 
Means of transport .. 857 8.8 1,265 10.1 1,202 9.9 
ther goods! 2... oo. Gol 7.0 2.032109. 22,215 182 
Total imports ...... 9,782 100 12,567 100 12,200 100 


in prices seems, however, to have given fresh impe- 
tus to sales. Finally, iron ore has also been subject 
to marketing difficulties, which are in large meas- 
ure a result of curtailments in production in the 
continental steel works. The acute reduction in the 
volume of exports — 15 per cent from 1957 to 
1958 — occurred without prices initially being af- 
fected. However, the contracted price level for 
-1959 has been lowered. Yet the consumption of 
steel is rising, which should gradually bring about 


an improvement in the situation just as much for. 


the steel works as for the Swedish iron ore ex- 
porters. 

The volume of exports was, during the last 
quarter of 1958, 9 per cent greater than a year 
earlier. Even if the low level of registered exports 


in January, 1959, is included, an increase in volume 
can be noted for the period October—January 
from 1957/58 to 1958/59 which is even relatively 
greater than the simultaneous fall in export prices. 
This implies that the value of exports also rose 
between these two periods. 

The export prices for a number of Swedish 
products have been reduced or are falling. The 
average price reduction from 1957 to 1958 was, 
however, moderate, as the decline first made itself 
felt towards the end of the year. Changes in the 
calculated standard values, i.e., the average prices 
paid for exports and imports on delivery, are seen 
from the following table (1949 = 100): 


1954 1956 1957 +1958 


II-III IV I IV 
EMPOEL Prices yy a eneies oe 134 — 148 136 
Pxportpricesiins. e.0 vlc 139 149 — 145 


It can be observed that, since the peak at the 
end of 1956, and up to and including the fourth 
quarter of 1958, export prices have fallen by only 
3 per cent as against 8 per cent for import prices. 
Furthermore, import prices have almost declined 
so much as to be back at their previous lowest 
point, while export prices at the last turn of the 
year were 4 per cent above this. 

The Board of Trade’s price quotations indicate 
as a rule current price tendencies several months 
before the above-discussed standard values are al- 
tered. The following table of these quotations can 
therefore be of guidance in a discussion on the 
future development of prices (1949 = 100): 

1958s 1957p eeo5S seo 59 
Feb. |) -Peb: Heb: 


Import price quotations .... 129 150 134 127 
Export price quotations .... 142 155 152 143 


Thus, the export price quotations have gone 
down to the level of 1954, while the import price 
quotations have fallen so far as to go below this 
level. However, the former have dropped mainly 
over the past six months, and this decline should 
therefore first influence the standard value of ex- 
ports during 1959. During the same time import 
quotations have been, in the main, stable, from 
which we should be able to infer that the standard 
value of imports will not drop to any appreciable 
extent in 1959. 
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As a consequence of this development, Sweden’s 
terms of trade based on the price quotations 
reached their highest value in September, 1958. 
After that they deteriorated. On the other hand, 
the terms of trade calculated according to the 
standard values continued to improve during the 
last quarter of 1958. The change which is indicated, 
however, makes it probable that there will be a 
gradual deterioration in Sweden’s terms of trade 


for 1959. 


Balance of current payments 
and foreign exchange reserves 


The balance of trade for 1958 shows a deficit 
of Kr. 1,441 mill., ie., a good Kr. 60 mill. less 
than 1957. Approximately half of this reduction 
can be considered a natural consequence of the 
contraction in trade turnover. Fluctuations in trade 
registration made themselves acutely felt in De- 
cember, which resulted in the trade balance for 
that month deteriorating to the tune of about Kr. 
105 mill. as compared with December, 1957. 

The net revenues from shipping have now been 
ascertained to be Kr. 1,200 mill., which implies a 
reduction of Kr. 200 mill. since 1957. Despite the 
balance of current payments’ deficit of approxi- 
mately Kr. 250 mill., total foreign exchange re- 
serves rose by Kr. 150 mill. In other words, there 
was a difference between the flows of registered 
payments and capital and the actual change in the 
foreign exchange reserves of Kr. 400 mill. in 1958. 
Over recent years these differences have been cal- 
culated to amount to: 


1953 1954 1955 1956 1957 1958 

+ 20 — 75 + 454 + 454 + 236 + 400 

(figures are given + means inflow of foreign exchange 
in Kr, mill. — » outflow» » » ) 


The total foreign exchange reserves have during 
the same time grown (+) or contracted ( — ): 

1953 1954 1955 1956 1957 1958 
+ 353 — 101 + 38 + 214 + 73 + 153 


The total of these “difference items” for the 
years 1955—1958 amounted to Kr. 1,500 mill. and 
the simultaneous increase in the foreign exchange 


reserves to + Kr. 478 mill. This means that the 
exchange of goods, services and capital during 
these four years according to available statistics 
has given a deficit of about Kr. 1,000 mill. The 
reasons for this systematic lack of agreement be- 
tween the balance of payments’ statistics and the 
registered changes in the foreign exchange position 
have been thoroughly discussed, particularly in the 
reports of the National Institute of Economic Re- 
search. It can be a matter of certain “hidden” 
capital imports of an indeterminable size. Bearing 
in mind especially corresponding statistical experi- 
ences in a number of other countries it is probably 
safe to presume that the “difference items” include 
only to a certain extent changes in commercial 
lending. The larger part of this remaining sum can 
most likely be put down to statistical failings. 


Foreign exchange reserves 


Kr. mill. 1957 1958 1959 
The Riksbank 31/12 20/2 3 Lue 28/2 
Gold oat oct nites 1,134 1,079 ~—-:1,053 1,055 
Other currencies...... 1,226 11667 15392 1,407 
cL Otal Ron cw tireecahote tet 2,360 2,245 2,445 2,462 
Commercial banks ...... 478 482 546 558 
el Otal Ni oie. aet raceme ee 2,838 VAY Iie pee he ll 3,020 


The total of foreign exchange reserves increased 
by 3 per cent from 1957 to 1958. As imports 
dropped during the same period this means that 
liquidity — the relation, between foreign exchange 
reserves and imports — rose for the first time since 
1953: 

In January, 1959, the reserves reached their 
highest recorded value up to now, that of Kr. 3,025 
mill., after which they have fallen somewhat but 
less than expected. 

The improvement of 3 per cent in the terms of 
trade which was registered from 1957 to 1958 
corresponds to an addition to the income side of 
the trade balance of approximately Kr. 300 mill. 
As the highest value for the terms of trade was 
attained in the fourth quarter of 1958 the position 


‘at the beginning of 1959 is in this respect favour- 


able. A gradual deterioration up to the fourth 
quarter of 1959 of 4 per cent would mean that the 
terms of trade would, on the average, be un- 
changed from 1958 to 1959. 


SS es 
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As far as shipping is concerned, the current situ- 
ation is still strained but only a slight fall in net 
revenues is expected. The tanker- as well as the 
tramp-freight index is, after only a temporary rise 
during the late summer and autumn, falling again 
and is now only very slightly above the previous 
lowest value for the summer of 1958. At the same 
time, however, the Swedish merchant fleet is rapid- 
ly expanding. During 1958 it increased by 305,000 
gross tons. This tendency has continued during 
1959, when the total tonnage exceeded 3.5 million 
tons. The tonnage laid-up, however, has doubled 
in 1958. This means that for every four ships 
supplied to the merchant fleet one is laid-up. 

It is clear that the greater part of the reduction 
in Swedish exports from 1957 to 1958 can be 
attributed to Great Britain (Kr. 214 mill.), Benelux 
(Kr. 162 mill.), France (Kr. 94 mill.) and Asia 
(Kr. 111 mill.). Exports to the U. S. A., Africa, 
South America and the Scandinavian countries, 
on the other hand, increased at a brisk rate. 

Looking at the situation from a somewhat more 
long-term viewpoint — from 1953 to 1958 exports 
to the Scandinavian countries, Western Germany, 
Italy and South America have been the most ex- 


The distribution of exports by countries 


1953 1957 1958 

Kr.mill. % Kr.mill. %  Kr.mill. % 
Denmark ........ 436.2 5.7 DO Th ea: 639.5 5.9 
Norway! ....6. 2: 617.9 8.1 1,089.4 9.8 1,134.8 10.5 
Bimland oy. c.ca. 0s 103.1 1.3 230.0 2.1 30D:20 Zao 
WotalMor Scand, | 13157.2° 15: > 1,906.5 17.2 ©2;079.5°19.2 
West Germany 880.5 11.5 1,568.8 14.2 1,536.6 14.2 
Ben eli 2 bss. 816.0 10.6 1,149.6 10,4 988.4 9.1 
MrAnCe ee a. a. 361.1 4.7 570!2 a2 476.5 4.4 
tales s sas 204.9 2.7 35319" 3.2 346.3 3.2 
Total for the Six 2,262.5 29.5 3,642.5 32.9 3,347.8 31.0 
Great Britain .. 1,451.0 19.0 1,980.2 17.9 1,766.2 16.3 
Rest of Europe.. 845.6 11.0 945.7 8.5 895.6 8.3 
Total for Europe 5,716.3 74.7 8,474.9 76.6 8,089.1 74.9 
PIRI oti ae ahevcic ae Ike Be aes Of 390.3 3.5 437.4 4.0 
CASAS e siuinicts) «un 371.5 4.9 601.1 5.4 490.2 4.5 
SUCRAIA: Yo ve os 122.07 1:6 157.6 1.4 164.0 1.5 
BIR SUAS tt dee 512.9 6.7 528.7 48 629.0 5.8 
Rest of America 651.8 8.5 909.7 8.3 997.2 9.5 
Botal Wee. 7,656.8 100 11,062.3 100 10,806.9 100 


The distribution of imports by countries 


1953 ToT 1958 

Kr.mill. % Kr.mill. % Kr.mill. % 
Denmarle =)... Pepsi 5a 519.7. 4.1 490.5 4.0 
Norway: sees si 291.7 +336 463.4 3.7 405.8 3.3 
Hinlanidusea, trae 68.5 0.8 127.0) 9120 128.1 1.0 
Total for Scand. 614.3 7.5 1,110.1 88 1,024.4 8.4 
West Germany 1,491.5 18.3 2,768.6 22.0 2,854.8 23.3 
Bereluxie ce o. 1.4 915.9 11.2 1,391.4 11.1 1,383.4 11.3 
Prancacnee. «ete 386.3 4.7 375.0 3.0 440.8 3.6 
talyarvcteeecns 231k3) 229 5992 se32 431.0535 
Total for the Six 3,031.0 37.1 4,934.2 39.3 5,1100 41.7 
Great Britain .. 1,336.5 16.4 1,740.6 13.9 1.718.1 14.0 
Rest of Europe.. 747.3 9.2 945.1 7.5 968.0 7.9 
Total for Europe 5,729.1 70.2 8,730.0 69.5 8,820.5 72.0 
HAITICARE eee ee 281.8 3.5 235.99 109 222A 18 
LASIATRINET Serta 431.8 5.3 694.2 5.5 788.5 6.4 
Oceania sects a) 78.8 1.0 75.0 0.6 74.5 0.6 
Wis wADe as at se: G7 3aeosl ee L008, 30)2,. 000 1.290.0010.6 
Rest of America 982.3 11.9 1,225.7 9.7 1,046.1 8.7 
HLotaleee svascsois 8,161.1 100 12,567.1 100 12,247.7 100 


pansive, while at the same time Great Britain and 
the remaining European countries have claimed 
an increasing smaller portion of Swedish exports. 

On the import side, the greatest reductions from 
1957 to 1958 have most probably been in trade 
with the U. S. A. (Kr. 212 mill.), the rest of 
America (Kr. 180 mill.) and the Scandinavians 
(Kr. 86 mill.). On the other hand, imports from 
the Six and Asia rose. 

From a more long-term standpoint, Swedish im- 
ports have gone up rapidly not only from Western 
Germany and Italy but also from the Scandinavian 
countries. As far as the transoceanic areas are 
concerned, however, with the exception of the 
U. SYA., and also Asia, a marked decline has taken 
place which should primarily be considered in con- 
nection with the lower raw material price level. 


Government finances and the credit market 


The exceptional increase in the commercial 
banks’ liquid assets (net sight balances with the 
Riksbank, Treasury bills and short-term bonds), 
which occurred during the second half of 1958 has 
continued during January and February, 1959. As 
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a rule, the commercial banks’ liquid assets rise 
during the first two months of the year. This can 
mainly be attributed to the fact that the Govern- 
ment generally has an expenditure surplus during 
these months and that the note circulation de- 
clines. This year, however, the increase has been 
significantly larger than is usually the case — Kr. 
815 mill. as against between Kr. 300 mill. and Kr. 
635 mill. over the past three years. 

It is most probable that this tendency will persist 
during the whole of 1959. The commercial banks’ 
liquid assets have, over the past five years, fallen 
steeply during the first six months of the year. The 
reason for this is partly to be found in a seasonal 
decrease in the foreign exchange reserves and part- 
ly in the circumstance that remainder tax and 
supplementary tax amounts are paid in during 
March and May. Last year liquid assets dropped 
by Kr. 760 mill. during the first half-year. This 
year, however, it does not look as if there is going 
to be any reduction and it is even possible that 
liquid assets will rise over the period in question. 

In the Budget Bill a deficit on the total Budget 
is calculated to amount to Kr. 2,220 mill. for the 
whole of the 1958/1959 fiscal year. The cash 
deficit during the first half of the year was Kr. 
1,945 mill., and if the budget estimates are correct 
this means that there should be a deficit of Kr. 275 
mill. during the second half of the fiscal year. As a 
gauge of the Government’s borrowing require- 
ments, and therefore of the Government’s influence 
on the banks’ liquidity, this figure is rather un- 
certain. On the one hand, unforeseen expenditures 
can arise, e.g., higher salaries and pensions to Gov- 
ernment employees, and on the other, the cash 
outcome of the Budget usually deviates from the 
official figure by up to Kr. 150 mill. This latter is 
due to cash fluctuations between the fiscal years 
and to transactions outside of the State Budget. 

What effect a budget deficit of the size men- 
tioned above can have on the banks’ liquid assets 
depends of course on how the deficit is financed. 
On the bond market the Government has already 
borrowed Kr. 150 mill. Furthermore, the National 
Debt Office has exchanged premium bonds to the 
value of Kr. 300 mill. for a new loan of Kr. 250 
mill. In spite of the heavy borrowing requirements 
which exist, above all, in the housing sector, it is 


reasonable to expect another long-term loan before — 
the middle of the year. This will perhaps be for 
Kr. 150 mill. Borrowing possibilities from the Post 
Office, funds, foundations and so on can be esti- 
mated to amount to Kr. 150 mill. This means that 
the total amount of funds which could be raised 
outside of the commercial banks and the Riksbank 
would come to around Kr. 400 mill. Should the 
budget deficit be Kr. 275 mill., this implies that 
the Government will have a contracting effect on 
the banks’ liquidity to the tune of Kr. 125 mill. The 
corresponding amount for the first six months of 
1958 was about Kr. 1,000 mill. 

Changes in the Riksbank’s balance sheet can be 
estimated to increase the banks’ liquid assets by 
close on Kr. 250 mill. The result of the above 
considerations is that the commercial banks’ liquid 
assets are most likely going to rise during the first 
six months of 1959 by a good Kr. 100 mill. 


Changes in the commercial banks’ liquid assets 
Jan.—Fune, 1958—1959 (in Kr. mill.) 


1958 1959 

Jan—  Jan.— Jan.-— Jan.— 

Feb. June Feb. June 

(fore- 

Changes in the commer- cast) 

cial banks’ liquid assets + 635 — 761 +814 +120 
Of which resulting from 

Government finances + 348 —997 +331 — 120 

The Riksbank ...... +287 +236 +483 4+ 240 


The position in regard to the Budget for 1959/ 
60 is far too uncertain for any estimates to be made 
concerning the development of the commercial 
banks’ liquid assets during the second half of 1959. 
The final outcome of the Budget depends partly 
on the development in the economy and partly on 
the size of the increase in incomes or reduction in 
expenditure which is brought about. It is, however, 
possible to say that even if the budget deficit is 
reduced by Kr. 1,000 mill., which the Minister of 
Finance has indicated to be desirable, it is quite 
reasonable to presume that there will be just as 
great an increase in liquid assets as during the sec- 
ond half of 1958. This would imply an increase 
in 1959 of, say, Kr. 1,300 mill. to Kr. 1,400 mill. as 
compared with Kr. 480 mill. during 1958. 

It will be interesting to compare the rise in the 
banks’ liquidity which is to be expected with the 
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The commercial banks’ and public’s liquidity 
during the period 1945—58 (yearly averages ) 
A = commercial banks’ liquidity 1 
B = companies’ liquidity 2 
C = liquidity in the remaining private sectors 3 
D = the public’s total liquidity + 


15 15 

10 10 
® 

5 5 

4 4 


1946 1948 1950 1952 1954 1956 1958 


1 Sight balances with the Riksbank, Treasury bills and short-term 
bonds as a percentage of total deposits. 

2 Note circulation, sight balances with the Postal Cheque Service, 
as well as sight and the larger proportion of time deposits with 
the commercial banks as a percentage of the gross national pro- 
duct at current market prices. 

3 The remaining deposits with all the banks as a percentage of the 
gross national product. 

4B+C. 


development of liquidity during earlier years. In 
the diagram the development of the liquid assets 
of the commercial banks and the “public” is 
shown. How this latter is to be measured is, within 
wide limits, purely arbitrary. The notes appended 
to the diagram explain the different liquidity con- 
cepts. Of course, the curves do not permit of any 
harsh interpretation, the measure being far too 
arbitrary, but the general tendencies indicated 
should be correct. The liquidity of the economy 
has been reduced since the end of the war, while 
that of the commercial banks has risen sharply 


after declining during the first. years of the post- 
war period. This changed distribution of liquid 
assets is probably connected with the banks’ having 
been prevented by credit restrictions from dis- 
tributing, through lending, their large liquidity 
surpluses. There seems to have been a redistribu- 
tion in the private sector, too. Companies’ liqui- 
dity has been reduced to a considerably greater 
extent than that of the remaining private sectors. 
This tendency has been particularly marked since 
the ceiling on loans was introduced in 1955. This 
decline in companies’ liquidity illustrates the elastic- 
ity of the need for liquidity. Instead of financing 
their increased activity by bank credits, and thereby 
adding to their liquid assets, companies have, by 
means of commercial credits and suchlike, rein- 
forced the circulation of liquid assets. It is in- 
teresting to observe that companies’ liquidity also 
seems to have dropped during 1958 despite the 
commercial banks’ average credits having risen by 
4.5 per cent over the year. This can possibly be ex- 
plained by the fact that the level of investment was 
very high at the same time as profits were falling. 
In this connection it should be pointed out that 
what is referred to as “liquidity in the remaining 
private sectors” probably includes a considerable 
proportion of traders’ bank balances. 


The bond and stock market 


The expectations of a further reduction in in- 
terest rates on the bond market no longer seem to 
exist and the situation is characterized rather by a 
shortage of money to invest. 

The following loans have been issued so far this 
year? 


Maturi- 
Interest Amount _ ties in 
rate Kr. years 
percent mill. (conver- 
tible after:) 
Swedish Government .......... 45/s 550 5 
» St! Sees 5 150 15 (10) 
» » prem. bonds! 43's 250 10 
» City Mortgage bank .. 5 160 12 (10) 
» Housing Credit Bank .. 51/4 40 40 (10) 
» Ship Mortgage Bank .. 54/4 10 10 
rani ee l@eAb ies. egies oie <8 fa 51/4 30 25 (10) 


1 exchanged for 1945 premium bonds. 
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During the first six months of this year the stock 
market has been characterized by a continued steep 
increase in the price level. Thus, the prices for 
home-market industrial shares in the middle of 
March were 6 per cent higher than they were three 
months earlier and 23 per cent higher than one 
year ago. For the rest of industry, prices have risen 
by 7 per cent over the last three months and 17 
per cent over the past year. This gradual price rise 
has been worth noting in so far as it has coincided 
with reports of lay-offs in production, fewer in- 
coming orders and reduced export figures, together 
with the absence of more positive signs of an im- 
provement in the economic outlook for the near 
future. The price development during the earlier 
part of the year is often influenced by expectations 
of dividend increases or other benefits to share- 
holders, and this has to some extent probably also 
been the case this year. The year just gone can 
hardly be said to have been worse than the im- 
mediately preceding ones, but profits have, how- 
ever, in only very few cases motivated higher divi- 
dends. Of 78 companies quoted on the stock ex- 
change, which, in the middle of March, announced 
last year’s results, only 12 have proposed dividend 
increases. In three cases a reduction has occurred. 
Furthermore, a number of bonus issues have been 
proposed as well as several new issues on relatively 
favourable terms. 


New tissues 


AB ASI a, Sy Ses 4 new for 9 old at Kr. 120 6.0 mill 
AB Nordiska 
Iompaniet.,.., 1 <>>s8 >) 21>. <>) > ON 245)5> 
Skanska Banken.. 1 » » 4 » » » 60 5.1 » 
Sv.Handelsbanken 1 » » 5 » » » 125 30.6 » 
] 


AB Scania-Vabis 
Safveans AB .... 


Ya > OA Da, Ye 120 C620 
1 share in Safveans AB 
for 5 Skandinaviska Ban- 
ken shares at Kr. 50: — 21.0 » 


Bonus issues 
AB Astra 


Goteéborgs Bankitn.o..h ree 
AB Nordiska Kompaniet.... 
AB Scania-Vabis .......... 
Yngeredsfors Kraft AB...... 
Uppsala-Ekeby AB ........ 
AB WolVo itera 


The immediate yield on the quoted shares is at 
the moment below 3 per cent for large groups of 
shares, and even on engineering and bank shares 
the yield is markedly low. The stock market is, 
however, rather limited in its scope: a very large 
number of shares rarely appear on the market, and 
besides that interest in share investment has been 
reawakened during the past years, which has meant 
that the demand can only be met through higher 
prices. The placings that are made are as a rule of 
a long-term nature, i.e., they are intended to last 
for at least five years on account of tax regulations. 
Irrespective of whether or not inflationary risks are 
at the present time considered obvious, buyers of 
shares seems to a very great extent, therefore, in 
view of previous years’ experience, attach to im- 
mediate yields and prices relatively little signifi- 
cance and instead pay the greatest attention to the 
possibilities of future capital profits. 

How the yield on a selection of representative 
shares has developed is shown below: 


1957 1958 1959 


Dec. Mar. June Sept. Dec. Mar. 
Four wood-processing 


Gompaniesrs sri ee ery eee ei sr) 
Two timber and iron 

ATICUISEDIES %¥etetenetete ots 3.7 S68 S3e) Wooo) eee 
Five exporting engineer- 

ing companies ,..... 5,5:010558, 65.3 50s A.B aes 


Four leading banks .. 5.8 56 58 54 49 43 
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Some Statistical Data on Sweden’s Economic Position 
I. THE RIKSBANK. (Amounts in million kr.) 
Gold and Foreign Exchange Reserves Sight Deposits 
ne —————  ——————————— ————————| Bonds and Note 
End : Treasury | Advances |,. : Thereof 
of Gold! ee Total Bills ee earl 
Exchange? Ss Comm. 
tate Bank 
anks 
1938 707 750 1 457 106 50 1 061 849 418 428 
1954 1370 1104 2 474 3 267 99 5 087 441 289 150 
1955 1 426 1 004 2 430 4 023 25 5 319 747 321 418 
1956 1376 1072 2 448 4 390 21 5 598 504 260 241 
1957 1 134 1 226 2 360 5 050 89 5 840 415 273 136 
1958 1 053 1 392 2 445 4545 94 6 059 323 158 164 
1958 | 1959] 1958 | 1959] 1958 | 1959 1958 1959 1958 1959 | 1958 | 1959 1958 1959 1958 1959 | 1958 | 1959 
Jan 1114) 1053} 1213) 1408) 2 327) 2 461 | 4761 | 4133 11 47 | 5 547| 5 728) 317 | 228 | 277 | 166 38 61 
Feb. 1079} 1055] 1166) 1407) 2 245] 2 462|4579)3897| 129] 157)5507) 5638] 201 | 201 | 159 | 151 39 43 
Mar 1052] 1058} 1203] 1419] 2255) 2477|4468|3897) 252) 187) 5 443) 5603) 137 | 218 87 | 177 50 40 
Apes F052 1179 2a 4723 164 BOSS 178 132 46 
May | 1052 1 241 2 293 4 586 246 5 357 149 107 42 
Jun 1 053 1 260 BOS 4597 382 5 513 191 136 Do 
Jul. 1053 1319 ane Owiae 54 5 359 196 126 70 
Aug. | 1053 1 364 2417 3773 42 5 423 163 104 57 
Sep. 1053 1 394 2 447 3 789 88 5 429 329 213 114 
Oct 1 053 1 344 2 397 3 889 89 5 592 128 79 47 
Nov. 1 053 1 382 2 435 3 869 131 5 644 112 55 47 
Dec 1053 1 392 2 445 4 545 94 6 059 323 158 164 
1 Market value. — ? Net claims on foreign countries. 
Il. COMMERCIAL BANKS. (Amounts in million kr.) 
arenes Deposits 
At the . Net Claims 
End Cash Ree on Foreign Overdrafts Thereof 
of eos Countries Bills Loans and Other Total Total See irr 
Advances 9 —— 
1938 601 190 95 1 163 2 705 470 4 338 4 260 1152 
1954 647 3 049 126 2 903 5 833 2 356 11 092 227, 2519 
1955 958 2 958 169 2 731 Doo 2 444 10 530 12 609 2 422 
1956 788 3.295 437 2 613 5 088 2 937 10 638 13 090 2 660 
1957 724 4 439 661 2 597 BIG 3114 10 826 14 263 2714 
1958 635 S225 701 2791 5 498 3 403 11 692 15 987 2 682 


Jan. | 482 | 494 | 4952/5801} 650 | 701 | 2 578} 2 759} 5 088) 5 503) 3 047 | 3 526 | 10 713)11 788) 14 700)16 494) 2 338 | 2 253 
Feb. | 464 | 463 | 5 305] 6 367] 634 | 704 | 2573] 2 746) 5 121] 5 595} 3 074 | 3 457 | 10 768)11 798) 14 798/16 805] 2 316 | 2 257 
Mar, | 533 4943 541 PPB, 169 3 234 11 127 14 834 2 348 
Apr. | 516 4 671 418 2759 5 186 3.257 11 202 14510 2 300 
May | 468 4131 339 2 854 0214 3 410 11 478 14 143 2127 
Jun. | 596 4205 346 2851 5 233 3 485 11 569 14 338 2 348 
Jul. 508 4 360 432 2 880 5 244 3514 11 638 14 821 2 202 
Aug. | 456 4 668 508 2 847 5 271 3 442 11 560 15 057 2 258 
Sep. | 594 4795 551 2 883 5 315 3 489 11 687 15 301 2294 
Oct. | 484 5 206 666 2 817 5 344 3 336 11 527 15 478 2 346 
Nov. | 456 5 102 644 2 830 5 394 3425 11 649 15 412 2 168 
Dec. | 635 5:225 701 Desk 5 498 3 403 1] 692 15 987 2 682 


1 Including Treasury Bills. 
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Ill, OTHER CREDIT INSTITUTIONS. STOCK EXCHANGE 


: Deposits Turnover , Turnover at the . 
Savings Banks at the of the [Yields on Bonds? | Stockholm Stock | Share index? + 
Year Post Office Postal Exchange? 
Ol, l= i shake cae Ghin al, BOaibes Ghegueé ~ |S. op ie Sa, dagen i, ps lippaitn all on 
Month! Deposits! | Advances! Bank? Service Govt. | Indust. | Bonds | Shares | Home | Other 
Loans Loans In- In- 
Million kr. | Million kr. | Million kr. | Million kr. oF % 1000 kr. | 1000 kr. | dustries | dustries 
1938 3 685 3 069 606 24 986 Pye Ase Ps 243 931 149 103 
1954 9 699 9 224 2 950 279 958 SRS: 3,70 292 834 180 267 
1955 10 339 9 743 3118 307 522 3,72 4,63 244 642 195 299 
1956 POST, 10 370 3315 338 877 3,78 4,70 433 555 176 283 
1957 11 969 11152 3571 375 137 4,41 Re 397 772 182 289 
1958 12 942 12 032 3 861 394 560 4,39 5, 2 415 915 194 313 


1958 1959 1958 1959] 1958 | 1959 | 1958 | 1959 1958]1959 1958|1959 1958|1959,1958]1959 1958|1959 1958]1959 


Jan. : : 3 749 | 4069 | 38 320) 39 234; 4,46] 4,32) 5,32] 5,11) 376 | 457 | 809/1132) 185 | 212 | 290 | 326 
Feb. . : 3 769 | 4092 | 23 596] 24 617) 4,55) 4,32) 5,33) 5,09] 446 | 673 | 737|1162} 183 | 227 | 293 | 350 
Mar. {12755 11 393 3 784] 4 086 | 39 652} 40 120, 4,51] 4,32] 5,28) 5,06] 352 967 185 | 227] 300 | 352 
Apr. : : 3 781 27 363 4,40 513 270 838 180 290 
May : . 3 776 43 049 4,36 5,11 371 1073 179 300 
Jun. {12695 11 582 3 784 25 644 4,35 5,05 531 1193 182 305 
abel : : 3 816 41 031 4,29 4,96 487 974 190 322 
Aug. : . 3 828 22 317 4,36 4,97 294 877 195 326 
Sep. |12 892 11 780 3 830 36 689 4,43 5,05 532 847 199 324 
Oct. . : 3 848 27 830 4,32 5,07 534 1095 213 342 
Nov. : : 3 858 38 504 4,32 5,07 431 751 208 335 
Dec. {12 942 12 032 3 861 30 565) 4,32 5,07 362 821 213 329 
1 At the end of each year or month, — 2 Calculated on market prices at middle of months. The yearly figures represent 


averages of the monthly figures. — * Averages per Stock Exchange business day. — 4 Nom. value Jan. 1953 = 100. 


IV. OTHER STATISTICAL DATA 


Wholesale Price Irdex 


Foreign Trad Con- 
Year National fen Somer Production Insured (1940" = 100) eam 
or Debt Export (+) | Index Ms pes Price 
Month Imports | Exports | or Import |1935=100| P ok Import | Export | All Index 
Million kr. | Million kr. | Million kr,| (~) Surplus frocds )| (Goods: | Cocks ae 
Million kr. 
1938 2 566 2 082 1 843 — 239 123 Ae 40 47 51 64 
1954 15 059 192 8 196 — 996 213 Pe 129 142 133 129 
1955 16 081 10 337 8 933 — 1404 226 na 135 147 138 133 
1956 16 966 11 434 10 067 — 1 367 234 3) 143 153 145 139 
1957 19 095 12 567 11 062 — 1505 241 1,9 144 155 147 145 
ws 131 149 144 152 


1958 19 851 12 248 10 807 — 1441 241 


1958 | 1959 1958 | 1959 1958| 1959| 1958 | 1959 1958 | 1959 1958|19591958|1959 1958|1959 1958|1959 1958| 1959 


Jan. |19186)20043)1225) 922; 916] 838 —309|— 84) 249 | 246] 3,8) 4,3) 136) 127} 152 | 143] 146| 143] 149] 152 
Feb. |19466}20440| 955) 911) 748) 827) —207| — 84) 252 3,6| 3,4} 134] 127) 152 | 143 | 145) 142} 151] 152 
Mar. | 18 834 | 19 792 | 1 030 709 —321 255 3,6 | 3,6 | 133 152 145 151 
Apr. 19191 979 759 —220 Zoe 3,8 132 151 145 152 
May | 18218 1 043 978 — 65 Zou 2,6 130}. |150 144 152 
Jun. | 18362 883 990 +107 254 Nee 130 149 144 152 
Jul. | 18 186 852 853 + 1 124 1,0 130 149 144 152 
Aug. | 18 301 888 781 —107 239 13 129 148 143 152 
Sep. | 18 345 988 1 005 + 17 250 14 128 148 143 152 
Octainisieze 1 080 975 —105 254 Ly 128 147 143 152 
Nov. | 18 733 965 952 — 13 263 2,4 129 147 144 152 
333 128 146 144 192 


Dees) |,19'851 1 313 1141 —172 250 


1 At the end of each year or month. 
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SKANDINAVISKA BANKEN 


‘Statement of Condition March 31°, 1959 


Ae 

Cash in hand and with the Riksbank ........ Kr. 164.084.000 
Seren A PEASY DIS 5 Ck ee tw » 1.629.497.000 
Benen Discounts =. ww kk tw tt » 2.989.366.000 
a a AY Sar oe 10.372.000 
IMI UE, foe st ew a ee »  227.112.000 
RRMUNCCOURIE sfx + ss Me. , Se a) 24.884.000 
Oe wore ets 16.543.000 
Buildings, Furniture and Fittings... ....... » 51.354.000 

Kr. 5.113.212.000 

LIABILITIES 

Ee a Kr, 4.255,078,000 
Swedish Banks and Savings Banks . . . . .... =. » ~ 118.825.000 
6 Ee a »» 117.235,000 
ms a 1 oe ee » 256.587.000 
Seat eee |, «« » Ke. 194.112.0000 ~ 
Reserve Funds ........ . . » 155.888.000 
Undivided profits. ....... . » 15.487.000 »  365.487.000 


Kr. 5.113.212.000 
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